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We  question  the  authority  of  the  department  and  the  commission  to  deposit  $1.8  million  in 
the  Agency  Fund  of  the  state  treasury  and  to  restrict  the  use  of  the  money  to  Butte-Silver 
Bow  area  projects  without  legislative  appropriation  authority.  We  also  question  the  depart- 
ment's retention  of  nearly  $200,000  in  related  investment  earnings  which  may  belong  to 
the  General  Fund.  Because  the  department  disagrees  with  our  conclusion,  we  have  re- 
quested an  Attorney  General's  Opinion  to  clarify  this  matter. 

The  state's  accounting  system  did  not  adequately  report  to  the  legislature  and  others  in- 
terested in  Highways'  financial  information  a  substantial  portion  of  the  department  s  assets 
and  liabilities,  including  $15  million  in  current  assets  of  the  Earmarked  Revenue  Fund, 
which  were  available  for  appropriation  by  the  legislature. 

Included  in  the  $1  5  million  discussed  above  is  an  average  of  $5,000,000  in  construction 
projects  during  1  977  and  1  978  that  had  not  been  approved  for  federal  financial  participa- 
tion. The  state's  General  Fund  lost  up  to  $400,000  per  year  in  investment  income  because 
the  department  did  not  promptly  obtain  approval  for  federal  funding  of  these  projects. 

The  report  presents  a  total  of  61  recommendations  for  improvements  in  these  and  other 
areas  of  the  department's  operation. 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  report  details  the  results  of  our  audit  of 
the  Montana  Department  of  Highways.  A  brief  descrip- 
tion of  the  highlights  of  the  report  is  contained  in 
the  following  paragraphs. 

The  department  received  $1.8  million  during  fiscal 
year  1977-78  as  a  result  of  an  order  of  the  Highway 
Commission  abandoning  the  Woodville  Highway  near  Butte. 
We  question  the  authority  of  the  department  and  the 
commission  to  deposit  this  money  first  in  a  local  bank 
and  then  in  the  Agency  Fund  of  the  state  treasury  and 
to  restrict  the  use  of  the  money  to  Butte-Silver  Bow 
area  projects.   This  money  is  being  spent  without 
legislative  approval  and  without  qualifying  for  up  to 
$18,676,000  in  federal  matching  funds.   We  believe  the 
$1.8  million  should  be  deposited  in  the  Highway  Ear- 
marked Revenue  Fund  and  accumulated  investment  earnings 
totalling  nearly  $200,000  should  be  deposited  in  the 
General  Fund.   Because  the  department  disagrees  with 
our  conclusions,  we  have  requested  an  Attorney  Gen- 
eral's Opinion  to  clarify  this  matter.   See  page  5  for 


a  discussion  of  these  problems  and  page  134  for  the 
department's  response. 

The  department  exceeded  its  appropriation  authori- 
ty for  fiscal  year  1977-78  by  $107,000  as  discussed  on 
page  13.   The  response  of  the  department  is  located  on 
page  137. 

Because  the  department  did  not  use  the  state's 
accounting  system  as  its  primary  accounting  record,  the 
state's  system  did  not  adequately  report  to  the  legis- 
lature and  others  interested  in  Highways',  a  substan- 
tial portion  of  the  department's  assets  and  liabili- 
ties, including  $15  million  in  current  assets  of  the 
Earmarked  Revenue  Fund,  which  were  available  for  appro- 
priation by  the  legislature.   This  problem  is  the 
result  of  the  department  not  using  the  state's  account- 
ing system  as  its  primary  accounting  system.   Other 
resulting  problems  include  (1)  the  cost  of  two  account- 
ing systems  due  to  duplicate  computer  entry  (estimated 
additional  cost  of  $250,000),   hand-posted  records, 
etc.,  (2)  noncomparable  financial  information  between 
the  Department  of  Highways  and  other  state  agencies, 
(3)  time  delays  in  processing  the  Highway's  accounting 
^ta,  and  (4)  noncompliance  with  statutes  requiring  use 
of  the  state's  system.   The  accounting  system  and 
financial  disclosure  problems  are  discussed  beginning 
on  page  14  and  the  department's  response  begins  on 
page  138. 


Included  in  the  $15  million  discussed  in  the 
preceding  paragraph  is  an  average  of  $5,000,000  in 
construction  projects  during  1977  and  1978  that  had  not 
been  approved  for  federal  financial  participation. 
During  a  review  of  one  month's  billing,  the  federal 
government  noted  that  32  percent  of  the  projects  had 
been  in  a  nonparticipating  status  for  more  than  a  year. 
Assuming  an  8  percent  interest  rate,  the  state's  Gen- 
eral Fund  lost  up  to  $400,000  per  year  in  investment 
income  because  the  department  did  not  promptly  obtain 
approval  for  federal  funding  of  these  projects.   This 
problem  is  discussed  beginning  on  page  79,  and  the 
department's  response  begins  on  page  148. 

The  department's  accounting  procedures  permitted 
or  resulted  in  numerous  financial  misstatements  as 
detailed  on  page  26  which  affect  the  auditor's  opinion 
on  the  financial  statements  (see  page  93).   As  noted  on 
those  pages,  several  of  the  financial  statements  pre- 
sented cannot  be  relied  upon  by  the  reader  because  the 
misstatements  materially  affect  their  presentation. 
The  department's  response  is  on  page  140. 

The  department's  "use  rates"  for  the  Motor  Pool 
and  Equipment  Bureau  vehicles  were  consistently  lower 
than  either  (1)  rates  calculated  according  to  written 
department  policy  or  (2)  rates  based  on  recovering  all 
appropriate  costs.  The  rates  were  not  applied  consist- 
ently between  classes.  For  example,  existing  passenger 
car  rates  were  1.3  cents  more  than  half- ton  pickups. 
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Our  computation  showed  that  the  rate  for  pickups  should 
have  been  3.8  cents  per  mile  more  than  the  cars.   The 
department  also  did  not  have  adequate  policies  for 
vehicle  replacement,  maintenance  and  assignment. 

The  department's  Gross  Vehicle  Weight  Division 
administers  many  of  Montana's  laws  related  to  fees  for 
the  operation  of  trucks  on  the  state's  highways.   We 
found  that  some  of  these  fees  may  not  be  sufficient  to 
recover  administrative  costs;  that  the  department  is 
not  auditing  Montana  based  truckers  according  to  its 
International  Registration  Plan  agreement;  and  that  the 
department  is  not  adequately  controlling,  safeguarding 
and  depositing  the  fees  collected  by  the  Gross  Vehicle 
Weight  Division.   The  report  discussion  begins  on 
page  56  and  the  department's  response  is  on  page  145. 

This  report  also  addresses  problems  related  to  the 
department's  right-of-way  disposition  (page  11),  "blue 
collar"  wage  plan   (page  72),   highway  construction 
(page  74),   accounts  and  loans  receivable  (page  80), 
inventories   (page  83),  plant  property  and  equipment 
(page  85),  and  internal  control  (page  90). 

The  department  agreed  with  the  thrust  of  most  of 
the  findings.   The  complete  text  of  their  response 
begins  on  page  133. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
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SUMMARY  OF  RECOMMEhfPATIONS 

As  a  separate  section  in  the  front  of  each  audit  report 
we  include  a  listing  of  all  recommendations  together 
with  a  notation  6s  to  whether  the  agency  concurs  or 
does  not  concur  with  each  recommendation.   This  listing 
serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting 
comments.   The  full  replies  of  the  Department  of 
Highways,  the  Department  of  Administration,  and  the 
Commission  on  Lower  Courts  are  included  in  the  back  of 
this  report. 
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Transfer  the  $1,800,000  received 
from  the  sale  of  the  U.S.  Highway  91 
from  the  Agency  Fund  to  the  Ear- 
marked Revenue  Fund  and  deposit  the 
accumulated  interest  earnings  from  the 
proceeds  of  this  sale  in  the  General 
Fund.  11 

Agency  Reply:   Do  not  concur.   See  page  134. 

Discontinue  transferring  state  funds 

to  Butte-Silver  Bow  for  expenditure.  11 

Agency  Reply:   Do  not  concur.   See  page  134. 

Pay  for  construction  work  only  after 
receiving  proper  legislative  author- 
ization. 11 

Agency  Reply:   Do  not  concur.   See  page  134. 

Subject  all  state  financed  construc- 
tion projects  to  normal  department 
planning  and  control  procedures.  11 

Agency  Reply:   Do  not  concur.   See  page  134. 

Establish  procedures  including  any 
necessary  legislation  for  abandon- 
ment or  relocation  of  state  high- 
ways. 11 

Agency  Reply:   No  direct  response.   See  page  134. 

Conduct  sales  of  excess  land  in 
compliance  with  applicable  laws 
and  regulations.  12 

Agency  Reply:   Concur.   See  page  137. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Institute  procedures  necessary  to 
keep  its  expenditures  within  appro- 
priation limits,  in  compliance  with 
the  law.  14 

Agency  Reply:   Concur.   See  page  137. 
Department  of  Administration  Reply:   Concur. 
See  page  153. 

With  the  aid  of  the  Department  of 

Administration,  use  SBAS  as  its 

primary  accounting  system.  25 

Agency  Reply:   Concur.   See  page  138. 
Department  of  Administration  Reply:   Concur. 
See  page  152. 

With  the  aid  of  the  Department  of 

Administration,  compile  subsidiary 

information  from  the  SBAS  data 

base.  25 

Agency  Reply:   Concur.   See  page  138. 
Department  of  Administration  Reply:   Concur. 
See  page  152. 

Properly  accrue  expenditures  at 

fiscal  year-end.  29 

Agency  Reply:   Concur.   See  page  140. 

Recognize  disaster  expenses  as  they 

are  incurred.  29 

Agency  Reply:   Do  not  concur.   See  page  140. 

Follow  generally  accepted  accounting 

principles  in  recognizing  depreciation 

expense.  29 

Agency  Reply:   Concur.   See  page  140. 

Recognize  Motor  Pool  and  Equipment 
Division  revenue  in  accordance  with 
generally  accepted  accounting  prin- 
ciples .  30 

Agency  Reply:   Concur.   See  page  140. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Reconcile  the  activity  of  the  GVW 

Income  Holding  Account  on  a  monthly 

basis  and  clear  the  account  at  fiscal 

year-end.  30 

Agency  Reply:   Concur.   See  page  140. 

Record  out-of-state  proration  fees 

as  revenue  at  the  time  they  are  billed.  30 

Agency  Reply:   Do  not  concur.   See  page  140. 

Establish  receivables  in  accordance 

with  generally  accepted  accounting 

principles.  30 

Agency  Reply:   Do  not  concur.   See  page  140. 

Add  provisions  to  its  accounting 
manual  on  rate  computations  to  pro- 
vide for  the  recovery  of  prior  gains 
and  losses  in  future  rates.  34 

Agency  Reply:   Concur.   See  page  141. 

Comply  with  its  policies  on  setting 

rental  rates.  34 

Agency  Reply:   Concur.   See  page  141. 

Set  rental  rates  based  on  costs  for 

each  class  of  vehicle.  34 

Agency  Reply:   Concur.   See  page  141. 

Formulate  a  written  mileage  utili- 
zation policy  for  each  class  of  motor 
pool  vehicle  based  on  recovering 
operating  costs.  38 

Agency  Reply:   Concur.   See  page  142. 

Revise  its  rate  structure  m  an 

attempt  to  recover  operating  costs.  38 

Agency  Reply:   Concur.   See  page  142. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 
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Formulate  a  policy  establishing 

criteria  for  assignment  of  leased 

vehicles.  39 

Agency  Reply:   Concur.   See  page  142. 

Establish  controls  to  ensure  that 

vehicles  are  not  "permanently"  used 

by  agencies  without  lease  agreements.  40 

Agency  Reply:   Concur.   See  page  142. 

Revise  the  log  system  to  provide 

management  with  easy  access  and 

dependable  information  about  the 

daily  status  and  demand  for  motor 

pool  vehicles .  41 

Agency  Reply:   Concur.   See  page  142. 

To  the  extent  feasible,  fully  utilize 

all  vehicles  purchased.  43 

Agency  Reply:   Concur.   See  page  143. 

Implement  procedures  to  ensure  that 
vehicle  servicing  and  routine  main- 
tenance is  performed  timely  and 
properly,  including  the  checking  of 
fluid  levels,  tire  pressure  and  wear 
each  time  a  vehicle  is  refueled.  46 

Agency  Reply:   Concur.   See  page  143. 

Implement  policies  to  insure  pre- 
ventive maintenance  is  performed 
at  recommended  intervals.  48 

Agency  Reply:   Concur.   See  page  143. 

Revise  its  system  of  identifying 
needed  repairs  to  assure  that  re- 
pairs are  made  on  a  timely  basis.  50 

Agency  Reply:   Concur.   See  page  143. 

Implement  controls  to  ensure  that 

warranty  work  be  performed  by  the 

car  dealer  whenever  economically 

beneficial.  50 

Agency  Reply:   Concur.   See  page  143. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Periodically  revise  depreciation 

rates  to  reflect  the  increased  cost 

of  vehicles.  52 

Agency  Reply:   Concur.   See  page  144. 

Discontinue  recording  Motor  Pool  or 
Equipment  Division  use  of  pool  ve- 
hicles as  expenditures  and  revenue 
amounts  in  the  general  ledger.  53 

Agency  Reply:   Concur.   See  page  144. 

Compute  the  usage  rate  using  billable 

miles.  53 

Agency  Reply:   Concur.   See  page  144. 

Recognize  gain  or  loss  on  the  dis- 
posal of  all  assets  in  accordance 
with  generally  accepted  accounting 
principles.  55 

Agency  Reply:   Concur.   See  page  144. 

Evaluate  the  basis  for  establishing 

residual  values.  55 

Agency  Reply:   Concur.   See  page  144. 

Record  the  disposal  of  assets  on  a 

timely  basis.  55 

Agency  Reply:   Concur.   See  page  144. 

Legislation  be  enacted  changing  sec- 
tion 18-6-103,  MCA,  to  allow  the  Motor 
Pool  and  Equipment  Division  to  receive 
the  proceeds  from  the  sale  of  their 
vehicles  and  equipment.  56 

Agency  Reply:   Concur.   See  page  144. 

Examine  the  costs  of  administering 
its  permits  and  fees  and  seek  appro- 
priate adjustments  of  fee  amounts.  62 

Agency  Reply:   Concur.   See  page  145. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Audit  Montana-based  trucker  mileage 

records  at  least  once  every  three 

years  in  accordance  with  the  IRP 

operations  manual .  62 

Agency  Reply:   Concur.   See  page  145. 

Audit  prorated  vehicle  mileage  to 

assure  eligibility  for  proration.  62 

Agency  Reply:   Concur.   See  page  145. 

Require  enforcement  officers  to 

properly  control,  safeguard,  and 

deposit  cash  receipts.  64 

Agency  Reply:   Concur.   See  page  145. 

Legislation  be  enacted  to  allow  the 

deposit  of  county  collections  to  the 

Earmarked  Revenue  Fund.  57 

Agency  Reply:   Concur.   See  page  146. 

Carefully  review  the  GVW  collections 

and  distributions  journal  submitted 

monthly  by  each  justice  of  the  peace.  68 

Agency  Reply:   Concur.   See  page  146. 

The  Commission  on  Lower  Courts  estab- 
lish procedures  to  ensure  that  all 
justices  of  the  peace  properly  dis- 
tribute the  fines  assessed  and  bonds 
forfeited  for  violation  of  GVW 
related  statutes.  68 

Agency  Reply:   Concur.   See  page  146. 
Commission  on  Lower  Courts  Reply:   Concur. 
See  page  154. 

Incorporate  the  accounting  and  re- 
ceipt functions  of  the  GVW  Division 
in  the  Centralized  Services  Division.  71 

Agency  Reply:   Concur.   See  page  147. 

Design  one  form  for  collecting  GVW 
fees  for  use  by  both  county  trea- 
surers and  GVW  field  personnel.  72 

Agency  Reply:   Concur.   See  page  147. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 
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Consolidate  the  four  GVW  special 

permit  forms  into  a  single  form.  72 

Agency  Reply:   Concur.   See  page  147. 

The  Department  of  Administration 

negotiate  future  "blue  collar"  plans 

in  accordance  with  state  law.  74 

Department  of  Administration  Reply:   Concur. 
See  page  152. 

Allocate  construction  payments  on 
the  basis  of  the  state-federal  par- 
ticipation ratios  in  order  to  ade- 
quately disclose  the  state's  share 
of  project  costs  by  fiscal  year.  77 

Agency  Reply:   Concur.   See  page  148. 

Development  management  reports  to 

allow  comparison  of  obligations, 

allocations,  and  actual  project 

costs  in  each  financial  district.  79 

Agency  Reply:   Concur.   See  page  148. 

Prepare  and  implement  procedures  to 

amend  FHWA  project  agreements  m 

overrun  or  nonagreement  status  on  a 

timely  basis.  80 

Agency  Reply:   Concur.   See  page  148. 

Correct  the  accounts  receivable 

problems.  81 

Agency  Reply:   Concur.   See  page  149. 

Revise  its  accounts  receivable  re- 
porting and  billing  procedures  to 
reduce  the  number  of  adjusting 
journal  entries.  83 

Agency  Reply:   Concur.   See  page  149. 

Develop  an  accounts  receivable  filing 
system  that  would  enable  thorough  and 
timely  review  and  correction  of  ac- 
count balances.  83 

Agency  Reply:   Concur.   See  page  149. 
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Maintain  complete  accounts  receiv- 
able files.  83 

Agency  Reply:   Concur.   See  page  149. 

Acquaint  more  Accounting  Bureau  per- 
sonnel with  the  accounts  receivable 
reporting,  billing,  and  review  pro- 
cedures .  83 

Agency  Reply:   Concur.   See  page  149. 

Adopt  more  closely  supervised  year- 
end  inventory  procedures.  85 

Agency  Reply:   Concur.   See  page  149. 

Establish  the  necessary  authority 

within  the  Accounting  Bureau  to 

make  the  divisions  accountable 

for  their  fixed  assets.  87 

Agency  Reply:   Concur.   See  page  149. 

Accumulate  project  costs  in  expense 

accounts  rather  than  an  accounts 

receivable  account.  88 

Agency  Reply:   Concur.   See  page  150. 

Periodically  review  transactions  in 
the  WIP  accounts  to  ensure  that  the 
accounts  are  being  used  properly.  88 

Agency  Reply:   Concur.   See  page  150. 

Write  stockpile  leases  for  more  than 

one  year  if  possible.  89 

Agency  Reply:   Concur.   See  page  150. 

Implement  procedures  to  correct 

these  internal  control  weaknesses.  92 

Agency  Reply:   Partially  Concur. 
See  page  150. 


INTRODUCTION 

We  performed  a  comprehensive  financial  compliance 
audit  and  program  review  of  selected  activities  of  the 
Montana  Department  of  Highways  for  fiscal  years  ended 
June  30,   1977  and  June  30,   1978.   Also,  our  audit 
included  addressing  specific  legislative  concerns  about 
departmental  operations  and  reviewing  and  evaluating 
the  nature  and  reliability  of  financial  information 
provided  to  the  legislature. 

The  last  audit  of  the  department  was  performed  by 
a  private  CPA  firm  under  contract  with  the  Office  of 
the  Legislative  Auditor  for  fiscal  years  ended  June  30, 
1975  and  June  30,  1976.   The  Federal  Highway  Adminis- 
tration continually  conducts  reviews  of  federally 
funded  department  activities. 

The  department  director  and  administrator  of  the 
centralized  services  division  have  indicated  to  us  that 
they  have  already  complied  with  a  number  of  the  recom- 
mendations in  the  report  and  that  corrective  action  has 
been  initiated  on  other  recommendations. 

We  thank  the  director,  the  administrator,  and  the 
department  staff  for  their  cooperation  and  assistance 
during  the  audit. 
GENERAL 

The  Department  of  Highways  was  created  in  its 
present  form  by  the  Executive  Reorganization  Act  of 
1971.   The  department  is  responsible  for  the  planning. 


layout,  construction,  improvement,  repair  and  mainte- 
nance of  state  highways  and  federal  aid  system  high- 
ways . 

The  director  of  the  Department  of  Highways  is 
appointed  by  the  Governor  and  serves  as  department 
head.   Certain  actions  of  the  department  are  subject  to 
the  approval  of  the  State  Highway  Commission,  a  five- 
member  board  appointed  by  the  Governor.   The  commission 
is  responsible  for  the  designation  of  federal  aid 
highways,  primary  highways,  and  off  system  highways  in 
the  state  maintenance  system.   In  addition,  the  Highway 
Commission  may  delegate  functions  to  the  director  of 
the  Department  of  Highways.   Since  the  abolishment  of 
the  Board  of  Highway  Appeals  m  1974,  the  commission 
has  also  been  responsible  for  hearing  disputes  relating 
to  highways . 

The  department  has  approximately  2,100  employees 
and  expended  $160,652,830  in  fiscal  year  1976-77  and 
$145,368,377  in  fiscal  year  1977-78  to  carry  out  its 
various  programs.   Total  revenue  was  $169,679,822  in 
fiscal  year  1976-77  and  $166,663,822  m  1977-78.   The 
change  in  both  revenue  and  expenditures  is  due  primari- 
ly to  decreased  construction  activity  during  fiscal 
year  1977-78.   The  following  charts  illustrate  the 
nature  of  expenditui"es  and  the  sources  of  revenue. 


DEPARTMENT  OF  HIGHWAYS 
RECEIPTS  AND  EXPENDITURES 

Fiscal  Year  1976-77 

(In  Millions  of  Dollars) 
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DEPARTMENT  OF  HIGHWAYS 
RECEIPTS  AND  EXPENDITURES 

Fiscal  Year  1977-78 

(In  Millions  of  Dollars) 
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EXPENDITURES 
Total  $145.4 


RECEIPTS 
Total  $166.7 


The  department's  activities  are  organized  under 

the  seven  programs  listed  below,  each  headed  by  an 

administrator . 

General  Operations 

Preconstruction 

Construction 

Maintenance 

Motor  Pool 

Equipment 

Travel  Promotion 

The  following  report  discusses  the  results  of  our 
audit  of  the  department. 
RIGHT  OF  WAY  DISPOSITION 
Woodville  Highway 

On  February  1,  1978,  the  Department  of  Highways 
entered  into  an  agreement  with  the  Anaconda  Company  to 
vacate  and  abandon  a  portion  of  U.S.  Highway  91  in 
Silver  Bow  County.  The  agreement  was  negotiated  with 
the  understanding  that  the  Highway  Commission  would 
receive  $1,800,000  from  the  Anaconda  Company  to  use  in 
improving  Butte-Silver  Bow  area  roadways. 

Sections  60-4-201  through  60-4-208,  MCA,  apply  to 
the  disposition  of  property  by  the  department.  These 
statutes  provide  four  methods  for  disposing  of  proper- 
ty: exchange  of  real  property,  sale  of  real  property, 
sale  of  personal  property  and  abandonment  of  highways. 
The  procedures  for  each  method  of  disposition  are  set 
forth  in  the  statutes.  The  order  of  the  Highway  Commis- 
sion approving  the  agreement  with  the  Anaconda  Company 
relating  to  the  Woodville  Highway  states  that  the 


highway  was  "abandoned."   The  Department  of  Highways' 
interest  in  the  land  in  question  consisted  of  easements 
for  highway  purposes  which,  according  to  the  Montana 
Supreme  Court,  are  not  subject  to  the  statutes  relating 
to  sales  of  real  property  by  the  Department  of  High- 
ways.  However,  the  agreement  further  provides  for  the 
payment  of  $1,800,000  in  return  for  an  order  abandoning 
the  highway.   If  an  "abandonment"  is  made  for  considera- 
tion, it  becomes  a  "sale."   Under  these  statutes,  the 
department  is  required  to  sell  the  state's  interest  in 
property  to  the  highest  bidder  at  public  auction  or  by 
sealed  bids.   If  after  proper  notice  is  published,  the 
department  receives  neither  a  bid  at  public  sale  nor  an 
offer  from  the  original  owner  or  his  successor  in 
interest,  it  may  sell  the  property  thereafter  at  a 
private  sale.   In  either  case,  the  sale  may  not  be  made 
for  less  than  90  percent  of  the  appraised  property 
value . 

The  department  did  not  publish  proper  notice  of  a 
sale  or  receive  an  appraisal  of  the  property.   Depart- 
ment legal  counsel  stated  that  the  $1,800,000  price  was 
arrived  at  as  equitable  compensation  based  upon  what 
the  construction  of  an  alternative  route  might  cost. 
At  the  time  the  agreement  was  negotiated  there  were  no 
definite  plans  to  build  an  alternate  route.   No  docu- 
mentation exists  describing  the  procedures  used  in 
determining  the  amount  of  compensation. 


Upon  receipt  of  the  $1,800,000,  the  chairman  of 
the  Highway  Commission  and  the  department  director 
purchased  a  certificate  of  deposit  at  a  Helena  bank. 
The  purchase  of  this  certificate  of  deposit,  which  was 
not  recorded  in  the  department's  accounting  system,  was 
not  authorized  by  the  Department  of  Administration, 
which  has  sole  statutory  authority  to  allow  state 
agencies  to  retain  moneys  outside  the  treasury  system, 
or  the  Board  of  Investments,  which  has  sole  authority 
over  the  state's  investments.   The  $1,800,000  plus 
$10,356  in  interest  earned  on  the  certificate,  was 
deposited  in  the  state  treasury  in  the  Woodville  High- 
way account  in  the  Agency  Fund  more  than  a  month  after 
it  was  received  by  the  department.   The  moneys  are  now 
invested  by  the  Board  of  Investments,  with  all  interest 
reverting  to  the  agency  fund. 

Section  17-2-102,  MCA,  defines  the  agency  fund  as: 
".  .  .  Moneys  deposited  in  the  state  treasury  which  are 
held  and  dispersed  by  the  state  as  a  custodian  or 
agent.  ..."  The  department  maintains  that  the  moneys 
received  from  the  Anaconda  Company  were  held  in  trust 
for  Butte-Silver  Bow.   However,  there  is  no  evidence  of 
any  trust  agreement,  and  for  this  reason,  the  moneys 
received  from  the  Anaconda  Company  should  be  deposited 
in  the  Earmarked  Revenue  Fund  as  receipts  of  the  sale 
of  property  in  the  same  manner  as  any  other  property 
sold  by  the  Department  of  Highways. 


Section  17-6-202,  MCA,  relates  to  the  investment 
of  state  funds,  and  provides  that  unless  otherwise 
designated  by  law  or  by  the  provisions  of  a  gift, 
donation,  grant,  legacy,  bequest,  or  devise  from  which 
the  fund  account  originates,  the  interest  received  on 
the  investment  of  state  funds  shall  be  credited  to  the 
General  Fund.   All  accumulated  interest  earnings  on 
investments  of  the  proceeds  of  this  sale  and  all 
amounts  earned  on  these  investments  in  the  future 
should  be  deposited  in  the  state's  General  Fund. 
Interest  earned  on  these  investments  totalled  nearly 
$200,000  at  June  30,  1979. 

Section  60-1-102,  MCA,  provides  in  part  the  legis- 
lature's intent  regarding  the  operation  of  the  Depart- 
ment of  Highways: 


"Consistent  with  the  foregoing  determinations 
and  declarations,  the  legislature  intends: 

(1)  to  place  a  high  degree  of  trust  in  the 
hands  of  those  officials  whose  duty  it  is, 
within  the  limits  of  available  funds,  to 
plan,  develop,  operate,  maintain,  and  protect 
the  highway  facilities  of  this  state  for 
present  as  well  as  for  future  use; 


(4)  to  provide  sufficiently  broad  authority 
to  enable  the  highway  officials  at  all  levels 
of  government  to  function  adequately  and 
efficiently  in  all  areas  of  their  respective 
responsibilities,  subject  to  the  limitations 
of  the  con£,titution  and  the  legislative 
mandate  hereinafter  imposed." 


These  statutory  provisions   indicate  that  the 
legislature  placed  considerable  discretion  with  the 
Highway  Commission  and  the  Department  of  Highways. 
However,  this  discretion  is  limited  by  the  constitu- 
tional and  statutory  provisions  which  are  applicable. 
In  the  case  of  the  sale  of  U.S.  Highway  91  the  depart- 
ment and  the  commission  had  the  authority  to  sell  or 
abandon  this  property;  however,  they  did  not  have  the 
authority  to  restrict  the  use  of  this  money  to  a  single 
geographic  area,  to  hold  it  outside  the  state  treasury, 
to  invest  it  and  retain  the  investment  income  or  to 
place  it  in  the  Agency  Fund  rather  than  the  Earmarked 
Revenue  Fund.   The  department  has  not  established 
specific  procedures  or  sought  specific  legislation 
relating  to  procedures  to  be  used  in  abandoning  or 
relocating  state  highways. 

According  to  recent  commission  minutes,  bids  have 
been  let  by  Butte-Silver  Bow  for  work  which  will  be 
paid  for  with  this  money.   To  date,  $182,000  has  been 
paid  directly  to  Butte-Silver  Bow  for  street  recon- 
struction.  This  was  possible  without  legislative 
approval  or  appropriation  because  the  money  was  in  an 
agency  fund  account.   These  Butte  projects  have  not  had 
the  benefit  of  any  of  the  department's  normal  planning 
procedures,  including  engineering,  preconstruction,  and 
bid  letting  by  the  commission.   In  addition,  these 


projects  may  not  be  eligible  for  state  funding.   Al- 
though the  commission  has  the  authority  to  approve  or 
deny  funding  for  specific  projects,  once  the  projects 
are  approved  they  are  controlled  by  Butte-Silver  Bow. 
The  commission  and  the  department  exceeded  their  au- 
thority by  transferring  state  moneys  to  a  local  govern- 
ment entity  for  expenditure  without  legislative  authori- 
zation. 

Each  county  is  a  member  of  one  of  the  12  financial 
districts  in  Montana.   Sections  60-3-203  through  60-3- 
212,  MCA,  contain  the  statutes  relating  to  the  alloca- 
tion of  funds  to  the  financial  districts.   The  statutes 
state  that  each  fiscal  year  the  Department  of  Highways 
will  apportion  available  state  construction  funds  for 
the  various  federal-aid  systems  among  the  financial 
districts.   The  cost  of  the  Butte-Silver  Bow  projects 
has  not  been  included  in  the  financial  district  total. 
This  could  result  in  an  overallocation  of  funds  to  this 
district.   In  addition,  if  the  expenditures  made  in  a 
district  exceed  the  allocation,  the  allocation  of  funds 
to  that  district  for  the  next  succeeding  fiscal  year 
shall  be  decreased  by  the  amount  of  increased  expendi- 
tures.  This  could  result  in  other  counties  in  the  same 
district  not  receiving  a  fair  share  of  the  district 
allocation. 

The  department's  failure  to  apply  the  $1,800,000 
to  projects  approved  for  federal  participation  reduces 
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the  potential  benefir  derived  from  such  funds.  If 
these  moneys  were  applied  to  interstate  highway  pro- 
jects approved  for  federal  participation,  the  depart- 
ment could  receive  up  to  $18,678,000  of  federal  partic- 
ipating funds.  Other  approved  projects  such  as  pri- 
mary, secondary,  or  urban  systems  would  receive  a 
lesser  amount  of  federal  matching  funds. 

RECOMMENDATION 

We  recommend  that  the  department: 

1.  Transfer  the   $1,800,000  received   from  the   sale  of  the 
U.S.    Highway    91    from    the    Agency   Fund   to   the   Ear- 
marked   Revenue    Fund    and    deposit    the    accumulated 
interest  earnings   from  the   proceeds  of  this  sale  in  the 
General  Fund. 

2.  Discontinue    transferring    state    funds    to    Butte-Silver 
Bow  for  expenditure. 

3.  Pay  for  construction  work  only  after  receiving   proper 
legislative  authorization. 

4.  Subject  all   state   financed   construction   projects   to  nor- 
mal department  planning  and  control  procedures. 

5.  Establish   procedures  including  any  necessary  legislation 
for  abandonment  or  relocation  of  state  highways. 

Surplus  Right  of  Way  Land 

The  department  has  excess  land  for  sale  when  high- 
way right  of  ways  are  abandoned  or  when  it  is  necessary 
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to  purchase  an  entire  parcel  in  order  to  obtain  needed 
right  of  way.   As  described  on  page  5  of  this  report, 
Montana  statutes  provide  for  the  proper  procedures  for 
the  disposal  of  property.   During  our  audit,  several 
items  came  to  our  attention  which  indicated  the  depart- 
ment procedures  are  not  adequate.   The  department 
recently  lost  two  court  cases,  (1)  Castles  vs.  State  of 
Montana  in  District  Court  and  Norman  vs.  State  of 
Montana  (36  State  Reporter,  page  1093)  in  State  Supreme 
Court.   The  opinion  from  the  Supreme  Court  states, 
"Testimony  at  trial  indicated  the  officials  responsible 
for  the  sale  of  excess  land  customarily  did  not  wait 
for  proof  of  publication  before  sale  of  lands." 

Both  cases  relate  to  the  department's  land  sale 
procedures.  In  both  cases  the  courts  invalidated  the 
sale.  Both  of  these  sales  have  consumed  a  great  deal 
of  administrative  time.  The  sale  of  the  Vi/oodville 
Highway  has  similar  procedural  problems  but  as  yet  this 
sale  has  not  been  challenged  in  court.  These  examples 
demonstrate  the  expense  to  the  state  of  not  following 
established  procedures. 

RECOMMF.  N  DAT  I  ON 

We   recommend    that   the   department   conduct   sales   of   excess 

land  in  compliance  with  applicable  laws  and  regulations. 
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EXCEEDING  BUDGET  AUTHORITY 

Section  17-8-103,  NCA,  prohibits  any  expenditures 
in  excess  of  appropriation  authority.   Other  sections 
provide  penalties  for  any  violation  of  the  prohibition 
against  expenditures  in  excess  of  appropriations. 
Section  17-7-302,  MCA,  provides  that  an  appropriation 
shall  be  deemed  to  be  encumbered  at  the  time  a  valid 
obligation  against  the  appropriation  is  created. 

We  noted  that  the  department  did  not  accrue 
$119,472  of  equipment  budgeted,  encumbered,  and  re- 
ceived in  fiscal  year  1977-78.   This  equipment  purchase 
was  a  valid  obligation  of  fiscal  year  1977-78;  however, 
these  expenses  were  charged  against  a  fiscal  year 
1978-79  appropriation  because  the  Equipment  Bureau's 
remaining  spending  authority  had  been  reduced  to 
$12,597  at  fiscal  year-end,  preventing  payment  for  the 
equipment  without  exceeding  the  appropriation  amount. 
Although  the  department  may  have  been  able  to  obtain  a 
budget  amendment  to  permit  proper  payment,  their  not 
obtaining  an  amendment  negates  the  entire  budget  pro- 
cess . 

In  January  1978,  our  office  issued  a  report  con- 
cerning over-expenditure  of  appropriations  by  state 
agencies.   In  response  to  that  report,  the  attorney 
general,  in  a  letter  dated  March  27,  1978,  stated  that, 
"Public  officers  and  employees  are  advised  that  the 
provisions  of  79-901  (17-8-103  MCA)  will  henceforth  be 
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strictly  enforced  by  this  office."   In  response  to  that 
same  report,  the  Department  of  Administration  issued 
Management  Memo  2-78-5  which  describes  the  penalties 
for  over-expenditure  and  states  that,  "Agency  personnel 
are  advised  to  carefully  monitor  their  operations  .  .  . 
to  ensure  they  do  not  over-encumber  and  or  over-expend 
their  appropriations."   The  department  should  heed  the 
warnings  in  these  documents  and  spend  only  those 
amounts  authorized  by  the  legislature. 

RECOMMENDATION 

We  recommend  that  the  department  institute  procedures 
necessary  to  keep  its  expenditures  within  appropriation 
hmits,  in  compliance  with  the  law. 

ACCOUNTABILITY  TO  THE  LEGISLATURE 

Section  17-1-102,  MCA,  provides  that  "The  depart- 
ment (of  administration)  shall  prescribe  and  install 
uniform  accounting  and  reporting  for  all  state  agen- 
cies. ..."   The  Statewide  Budgeting  and  Accounting 
System  ( SBAS )  is  that  uniform  accounting  system.   SBAS 
is  an  automated,   general  ledger  accounting  system 
supported  by  subsidiary  ledgers  and  transaction  detail 
records.   SBAS  is  designed  to  meet  the  common  needs  of 
all  state  agencies  and  to  provide  a  uniform  accounting 
link  between  all  state  agencies,  making  it  possible  for 
the  legislature,  the  Governor,  and  all  other  interested 
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parties  to  accumulate  and  compare  financial  data  for 
all  state  agencies.   Uniform  financial  records  make 
possible  meaningful  statewide  planning,  budgeting,  and 
reporting.   All  but  two  state  agencies,  the  Department 
of  Highways  and  the  Employment  Security  Division  of  the 
Department  of  Labor  and  Industry  use  SBAS  for  their 
primary  accounting  records. 

The  importance  of  comparable  financial  information 
became  evident  during  the  last  legislative  session. 
The  legislature  considered  several  proposals  for  in- 
creasing the  gasoline  tax  based  on  the  amounts  reported 
in  SBAS.   SBAS  balances  in  the  Earmarked  Revenue  Fund 
did  not  include  $15,374,000  in  loans  to  other  funds, 
$481,000  in  cash  recorded  in  a  clearing  account  in  the 
Agency  Fund,   and  more  than  $1,800,000  erroneously 
recorded  in  the  Woodville  Highway  account.   (The  loan 
balance  has  averaged  $12,000,000  over  the  last  8  years 
according  to  department  officials.)   The  SBAS  general 
ledger  reported  current   assets   (cash,   etc.)   of 
$26,328,000  for  the  Earmarked  Revenue  Fund  which  does 
not  include  the  $17,655,000  discussed  above. 

The  following  table  illustrates  the  effect  of 
these  ommissions  on  the  Earmarked  Revenue  Fund  Assets. 


15 


Earmarked  Revenue  Fund  Assets 

Current  Assets  Per  SBAS  $26,328,000 

Unrecorded  inter-entity 

loan  receivable  $15,374,000 

Cash  recorded  in  holding 

account  481,000 

Woodville  Highway  Account     1,800, 000 
Total  Assets  not  recorded 
in  the  Earmarked  Revenue 
Fund  17,655,000 

Adjusted  Current  Assets 
per  SBAS  $43,983,000 


As  illustrated  by  the  table  above,  assets  recorded  in 
the  Earmarked  Revenue  Fund  were  misstated  by  approxi- 
mately 67  percent. 

The  inter-entity  loan  receivable  was  not  neces- 
sary.  The  federal  and  private  revenue  fund  had  a  cash 
balance  of  $7,818,000  at  year-end.   This  money  could 
have  been  used  to  repay  that  portion  of  the  loan.   As 
discussed  on  page  79,   the  department  also  had  $5 
million  in  collectible  receivables  which,  if  billed  and 
collected  on  a  current  basis,  would  decrease  the  loan 
receivable  and  increase  the  cash  in  the  earmarked 
revenue  fund.   Historically  the  ratios  of  Federal  and 
Private  Revenue  Fund  cash  and  the  collectible  receiv- 
ables varies  by  month,  but  the  net  effect  is  the  same. 
As  a  result  of  this  and  the  $2,281,000  in  improperly 
recorded  cash  discussed  above,  the  Highway  Earmarked 
Revenue  Fund  should  have  contained  and  reported  an 
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additional  $15  million  in  cash  at  fiscal  vear-end 
1977-78. 

During  the  1979  legislative  session  the  legisla- 
ture increased  the  gasoline  tax  $.01  per  gallon.   Each 
$.01  per  gallon  increase  in  the  gasoline  tax  was  pro- 
jected to  raise  less  than  $6.6  million.   The  agency's 
current  asset  position  is  a  significant  factor  in 
determining  whether  to  increase  appropriations,  in- 
crease special  taxes,  or  curtail  the  agency's  opera- 
tions.   It  is  essential  that  financial  statement 
readers,  i.e.,  the  Governor  and  the  legislature,  have 
complete  information. 

The  department  uses  its  own  cost  accounting  system 
as  its  primary  accounting  records.   For  some  trans- 
actions, the  department  posts  only  totals  to  SBAS  from 
its  system;  therefore,  SBAS  does  not  present  a  complete 
financial  picture.   The  department's  accounting  system 
is  comprised  of  a  mixture  of  computerized  accounting 
records  and  a  hand-kept  general  ledger.   Because  of  the 
complexity  of  this  system,  it  is  not  possible  for  the 
state's  budget  officers  to  independently  use  informa- 
tion generated  by  it  to  aid  in  the  budget  process. 

The  use  of  two  systems,  the  general  ledger  and 
SBAS,  does  not  result  in  comparable  financial  informa- 
tion.  The  department  makes  no  attempt  to  reconcile  the 
systems  (they  do  reconcile  cash  and  appropriations 
monthly),  as  the  department  does  not  use  SBAS  for 
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financial  purposes.  In  order  to  complete  our  testing, 
we  reconciled  the  department's  computerized  records  to 
the  hand-kept  general  ledger,  and  the  ledger  to  SBAS . 
It  took  several  hundred  hours  for  us  to  reconcile 
revenue,  expenditure,  and  balance  sheet  accounts,  so 
that  SBAS  statements  could  be  compared  to  the  depart- 
ment's financial  statements. 

As  part  of  our  reconciliation,  we  determined  that 
a  significant  amount  of  the  department's  financial 
activity  for  revenue,  expenditure,  and  balance  sheet 
accounts  is  not  shown  on  SBAS.   We  compared  the  depart- 
ment's general  ledger  to  corresponding  SBAS  accounts. 
The  general  ledger  shows  the  year-end  balances  result- 
ing from  the  past  year's  transactions.   (Fixed  assets 
are  not  included  in  our  reconciliation  as  SBAS  did  not 
record  them  at  that  time.  ) 

Totals  shown  in  the  department's  general  ledger 
asset  and  liability  accounts  not  in  the  SBAS  general 
ledger  at  fiscal  year-end  1978  are  as  follows: 
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Percent 

Balance 

Not 

Sheet 

Omitted 

Included 

Fund 

Amount 

From  SBAS 

on  SBAS 

Earmarked  Revenue 

Assets 

$51,141,218 

$24,812,758 

49 

Liabilities 

$  8,704,830 

$  2, '466,412 

28" 

Coal  Area  ERA 

Assets 

$  9,168,301 

$     -0- 

-0- 

Liabilities 

$     -0- 

$     -0- 

-0- 

Highway  FPRA 

Assets 

$  7,817,968 

$   700,515 

9 

Liabilities 

$15,874,313 

$15,874,313 

100 

Outdoor  Signs 

FPGCA 

Assets 

$       588 

$     -0- 

-0- 

T  Labilities 

$       588 

$     -0- 

-0- 

Motor  Pool  RA 
Assets 
Liabilities 

Equipment  Bureau  RA 
Assets 
Liabilities 

Woodville  Highway  AA 
Assets 
Liabilities 

Highway  Commission  AA 
Assets 
Liabilities 


$   251,032    $    64,638        26 
$    130,218    $    117,856        91 


$  1,883,540    $   910,956        48 
$   590,127    $    79,486        13 


$  1,841,207    $     -0- 
$     -0-      $     -0- 


$   480,919    $    119,233        25 
$   442,169    $   442,169       -0- 


The  SBAS  general  ledger  would  give  a  more  accurate 
picture  of  the  department's  financial  position  if  SBAS 
were  the  primary  accounting  system. 

Our  reconciliation  revealed  the  following  differ- 
ences between  expenditures  and  revenues  as  reported  on 
the  financial  statements  prepared  from  the  department's 
cost  accounting  system  and  as  reported  on  SBAS: 
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FY  1976-77 


As  Reported  on 
Highway  Statements 

As  Reported  on  SBAS 

Difference 


Expenditures 

$160,652,830 

161,728,621 

$   1,075,791 


Revenue 

$169,679,822 

174,539,533 

$      4,859,711 


FY    1977-7J 


As  Reported  on 
Highway  Statements 

As  Reported  on  SBAS 

Difference 


Expenditures 

$145,368,377 

149,990,084 

$   4,621,707 


Revenue 

$166,663,822 

166,794,331 

$     130,509 


We  were  able  to  reconcile  these  amounts  for  fiscal 
year  1976-77  and  fiscal  year  1977-78.  The  basic  differ- 
ence between  reported  expenditures  was  caused  by  differ- 
ent methods  of  accounting.   We  adjusted  for  noncash 
expenses,  and  timing  differences  between  the  two  report- 
ing systems  in  the  recognition  of  expenses  and  revenue. 
We  also  reconciled  those  items  that  are,  for  example, 
treated  as  receipts  on  SBAS  and  as  expenditure  abate- 
ments on  the  department's  accounting  system,  or  as 
expenditures  on  SBAS,  and  revenue  abatements  by  the 
department.   Transactions  amounting  to  approximately 
$254,000  and  $3dl,000  in  fiscal  years  1976-77  and 
1977-78  were  noted  to  have  been  recorded  in  such  a 
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manner.  These  items  result  from  the  inherent  differ- 
ences between  the  department's  cost  accounting  system 
and  the  SBAS  financial  reporting  system. 

Other  major  groups  of  reconciling  items  were  for 
cash  disbursements  that  did  not  e.ffect  an  appropria- 
tion, and  for  budgeted  disbursements  that  were  recorded 
on  the  department's  budget  reports  but  had  not  yet  been 
recorded  on  SBAS.   As  shown  by  this  reconciliation, 
during  the  past  biennium  SBAS  did  not  provide  adequate 
information  to  allow  state  budget  officers  and  the 
legislature  to  make  informed  budgeting  decisions. 

The  department's  computerized  records  provide 
subsidiary  information  for  posting  the  general  ledger 
accounts.   Only  the  information  considered  necessary 
for  detail  support  is  input  to  the  computer.   The 
Accounting  Bureau  uses  this  information,  in  addition  to 
noncomputerized  activity  to  compile  the  general  ledger. 
For  example,  entries  to  cash  and  appropriation  accounts 
are  not  entered  into  the  computer.   The  Accounting 
Bureau  summarizes  the  month's  financial  activity  and 
makes  manual  entries  to  these  accounts  at  month-end. 

The  general  ledger  is  a  hand-posted  record  of  all 
department  accounts.   It  duplicates  account  totals 
printed  on  the  computer  and  adds  in  all  other  activity. 
The  duplication  resulting  from  the  use  of  these  systems 
is  an  inefficient  use  of  employee  time.   This  process 
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is  accomplished  automatically  by  SBAS.  Although  adop- 
tion of  SBAS  would  not  necessarily  result  in  a  reduc- 
tion of  the  number  of  Accounting  Bureau  employees,  the 
department  could  save  approximately  25  percent,  or 
$250,000,  of  its  total  data  processing  budget  if  it 
adopted  SBAS.  (We  based  this  percentage  on  time  spent 
compiling  records  that  could  be  processed  on  SBAS. ) 

During  the  past  year,  the  department's  accounting 
system  resulted  in  a  two  to  three  month  time  lag  from 
the  input  of  accounting  information  to  the  output  of 
the  reports.   This  causes  significant  problems  in 
accounting  control  and  financial  management  of  the 
department.   For  example,  in  most  instances  billings 
for  federal  reimbursements  of  the  department's  internal 
costs  are  delayed  several  months.   Approximately  $15 
million  in  state  funds  were  required  to  finance  highway 
construction,  pending  federal  reimbursements.   Reduc- 
tion of  the  billing  delays  would  reduce  the  amount  of 
state  funds  required  to  finance  construction  in  pro- 
gress . 

During  our  audit  period,  GV\J   collections  were  not 
distributed  to  revenue  accounts  on  a  timely  basis, 
resulting  in  an  overstatement  of  the  gross  vehicle 
weight  fees  holding  account  balance  and  an  understate- 
ment of  revenue  accounts.   The  GVW  Division  does  not 
receive  computer  reports  in  time  to  make  monthly  dis- 
tributions.  The  usefulness  and  effectiveness  of  the 
information  is  diminished  by  this  delay. 
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The  department's  cost  oriented  accounting  system 
provides  the  information  necessary  to  comply  with 
federal  requirements  regarding  the  accounting  for 
projects  qualifying  for  federal  participation.   How- 
ever, the  system  does  not  record  transactions  in  a 
manner  that  facilitates  the  preparation  of  financial 
statements,  particularly  revenue  and  expenditure  state- 
ments, that  are  in  accordance  with  generally  accepted 
accounting  principles. 

The  Department  of  Administration  designed  SBAS  to 
be  a  financial  reporting  system.   SBAS  was  not  designed 
to  handle  certain  sub-systems  required  by  the  Depart- 
ment of  Highways  such  as. 

--Inventories; 

--Motor  Pool/Equipment  Bureau  rental  and  deprecia- 
tion calculations; 

— Aging  accounts  receivable;  and 

— Federal  project  status. 

Because  of  the  unique  nature  of  these  activities  at  the 
department,  it  would  not  be  feasible  or  desirable  to 
include  them  as  an  integral  part  of  SBAS.  They  can 
more  efficiently  be  maintained  as  sub-systems .  Informa- 
tion for  these  sub-systems  can  be  compiled  from  the 
SBAS  data  base,  eliminating  the  need  for  the  depart- 
ment's source  documents. 
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The  present  system  requires  two  source  documents 
for  receipts  deposited  in  the  state  treasury  and  pay- 
ments from  the  State  Auditor's  Office.  The  department 
could  avoid  preparing  both  the  transfer  warrant  claim 
and  the  cost  coding  form,  one  for  the  actual  dollar 
transfer  and  one  for  recording  the  transaction  in  the 
department's  records  if  SBAS  were  its  primary  account- 
ing record. 

As  an  indication  of  the  volume  of  the  department's 
activity,  the  following  data  describes  the  number  of 
records  processed  through  the  department's  own  computer 
system  and  through  SBAS: 

ACCOUNTING  TRANSACTIONS 

Highway  SBAS 

Year        System      Highways    State  Total 

1977-78      1,263,211      98,297      4,807,979 
1976-77      1,047,318      97,870      4,683,728 

The  department  is  currently  using  the  same  com- 
puter time  that  could  be  used  by  SBAS.  Because  the 
records  are  currently  entered  and  filed  twice  on  the 
computer,  using  one  system  will  allow  increased  com- 
puter efficiency. 

Federal  project  agreements  require  cost  alloca- 
tions by  projected  government  reimbursements.   The 
department  justifies  the  replacement  of  SBAS  with  its 
present  cost  r.ccounting  system  because  department 
personnel  do  not  believe  that  SBAS  can  make  the  neces- 
sary project  (cost  and  receipt)  allocations.   In  July 
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1978,  SBAS  was  updated  so  that  receipts  and  expendi- 
tures can  be  charged  to  responsibility  centers  based 
upon  predetermined  allocations.  Other  agencies  are 
recording  required  federal  project  information  on  SBAS. 
SBAS  responsibility  centers  can  record  costs  on  both  a 
fiscal  year  and  a  cumulative  project  cost  basis. 

A  study  of  the  possibilities  for  combining  the 
systems  is  necessary.   The  department  should  establish 
a  task  force  to  review  the  two  systems  currently  in  use 
and  seek  the  assistance  of  the  Department  of  Adminis- 
tration in  beginning  the  transition  of  the  Department 
of  Highways  to  SBAS.   Although  the  department  will 
still  need  to  rely  on  a  few  of  its  present  sub  systems, 
it  should  use  SBAS  as  its  primary  accounting  system. 
Only  by  the  department's  use  of  SBAS  can  the  legisla- 
ture be  assured  of  receiving  complete,   up-to-date 
information  concerning  the  financial  status  of  the 
Department  of  Highways. 

RECOMMENDATION 

We    reconmiend    that    the    department,    with    the   aid    of    the 

Department  of  Administration: 

1.  Use  SBAS  as  its  primary  accounting  system. 

2.  Compile    subsidiary    information    from    the    SBAS    data 
base. 
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FINANCIAL   MISSTATEMENTS 

In     our     audit     testing    we     found    accounting    and 
reporting    errors    resulting    in    financial  misstatements . 
The    table    below   shows    the   effect   each  misstatement  has 
on  the   funds  reported  in  the   financial   statements. 

DEPARTMENT  OF  HIGHWAYS 


Balance  Sheet 
Revenue  Compared  to 

Revenue  Estimates 
Changes  in  Fund  Balaac 
Dollar  Amount  $67,288 


Dollar  Amount  $101,716 


Balance  Sheet 
Revenue  Compared  to 

Revenue  Estimates 
Changes  in  Fund  Balanc 
Dollar  Amount  $19,922 


Dollar  Amount  $3,522,257 


Motor  Pool 
Revolving  Fund 

Balance  Sheet 
Revenue  Compared  to 

Revenue  Estimates 
Changes  in  Fund  Balan 
Revenue  &  Expenditure 
Dollar  Amount-Not  Det 

minable 
Dollar  Amount-Not  Det 

mmable 


Equipment  Bureau 
Revolving  Fund 


Bala 


Sbee 


Revenue  Compared  to 

Revenue  Estimates 
Changes  in  Fund  Balan 
Revenue  &  Expenditure 
Dollar  Amount-Not  Det 

minable 
Dollar  Amount-Not  Det 


Woodville  Highway 
Replacement  Fund 


Untimely  Holding 

Revenue  Compared  to 

Account  Revenue 

Revenue  Estin 

ates 

Distribution 

Changes  in  Fund  Balance 

(77-78) 

Dollar  Amount 

$681,550 

(76-77) 

Dollar  Amount 

$463,900 

Unrecorded  GVW 

Balance  Sheet 

Receivables  and 

Revenue  Compa 

ed  to 

Revenue  (77-78) 

Revenue  Estil 

■ates 

Changes  in  Fund  Balance 

Dollar  Amount 

$200,000 

Untimely  Holding 

Balance  Sheet 

Account  Liability 

Dollar  Amount 

$275,500 

Distribution 

(76-77) 

Improper  Inter- 

Balance  Sheet 

entity  Loan 

Dollar  Amount 

$400,000 

Receivable/Payable 

(77-78) 

Improper  Fund 

Balance  Sheet 

Distribution 

Revenue  Cospa 

red  to 

(77-78) 

Revenue  Estimates 

Balance  Sheet 
Revenue  Compa 

Revenue  Estima 
Changes  in  Fund 
Balance 


ed 


Improper  Disposi 
of  Disaster  Expe 
ditures  (76-77) 


Federal  Aid 

(77-78) 
(76-77) 

Excessive  Deprecia- 
tion Charges  (76-77) 


Expenditures 

Change  in  Fund  Balance 

Dollar  Amount  $519,466 

Balance  Sheet 

Expenditures 

Changes  in  Fund  Balance 

Dollar  Amount  $5,500,000 

Dollar  Amount   $376,077 

Balance  Sheet 

Dollar  Amount  $88,179,585 
Dollar  Amount  $90,170,250 


Expenditures 
Revenue  &  Expenditures 
Changes  in  Fund  Balance 
Dollar  Amount  $743,000 
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The  following  describes  the  department  procedures 
which  permitted  these  misstatements  to  occur,  along 
with  other  related  problems. 

1.  Construction  expenditures  for  contractor 
claims  were  not  accrued  in  compliance  with 
generally  accepted  accounting  principles. 

2.  As  noted  during  the  last  audit,  the  disposi- 
tion of  disaster  costs  is  not  determined  on  a 
timely  basis.   These  costs  are  recorded  in  an 
accounts  receivable  holding  account  pending 
federal  reimbursement.   The  account  is  not 
closed  at  year-end  and  expenses  are  not 
always  recorded  in  an  expense  account  in  the 
same  fiscal  year  in  which  they  were  incurred. 

3.  In  fiscal  year  1976-77,  the  Equipment  Bureau 
depreciation  rate  was  temporarily  increased 
by  $743,308  to  negate  profit  realized  in 
prior  years.   Federal  authorities  proposed 
this  alternative,  rather  than  require  lower 
rental  rates  to  absorb  the  profit  since  such 
a  reduction  would  have  prevented  the  bureau 
from  replacing  old  equipment  in  fiscal  year 
1976-77. 

As  a  result  of  the  additional  depreciation, 
pieces  of  equipment  were  fully  depreciated 
before  they  should  have  been.   This  error 
resulted  in  a  $743,000  overstatement  of 
Equipment  Bureau  depreciation  expense  during 
fiscal  year  1976-77,  and  an  understatement  of 
depreciation  expense  in  subsequent  years. 

4.  Accounts  receivable  result  from  (a)  the  sale 
of  services  and  materials  to  cities,  coun- 
ties, federal  and  other  state  agencies,  (b) 
federal  reimbursement  for  an  agreed  upon 
percentage  of  highway  construction  costs,  and 
(c)  costs  incurred  in  repairing  the  damage  to 
highway  property  by  the  traveling  public. 
The  department  recognizes  the  revenue  result- 
ing from  these  receivables  at  the  time  of  the 
cash  receipt.   Revenue  should  be  recognized 
when  an  item  is  billable  by  the  governmental 
unit  and  there  is  evidence  of  a  valid  receiv- 
able . 

The  department  should  recognize  revenue  in 
the  Federal  and  Private  Revenue  Fund  when 
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costs  eligible  for  reimbursement  are  incur- 
red. Misstatements  resulting  from  present 
practices  are  computed  below. 


Fiscal  year  Fiscal  Year 

1976-77  1977-78 

Ending  Federal  Aid 
Receivables  $5,756,764  $5,776,686 

Less:  Beginning  Federal 
Aid  Receivables  2,234,507  5,756,764 

Overstatement 
(Understatement) 
of  Revenue  ($3,522,257)  ($    19,922) 


The  Motor  Pool  and  Equipment  Bureaus  operate 
as  intergovernmental  service  funds .   Rental 
revenues  in  these  accounts  are  recognized  as 
earned,  but  other  revenue  is  recognized  upon 
receipt.   This  is  contrary  to  generally 
accepted  accounting  principles,  which  require 
such  funds  to  be  accounted  for  on  a  full 
accrual  basis.   Due  to  the  way  accrued  and 
nonaccrued  revenue  is  intermingled  in  these 
funds,  we  were  unable  to  determine  the  dollar 
effect  of  this  problem. 

Certain  GVW  collections  are  deposited  into  a 
holding  account  in  the  Agency  Fund  and  dis- 
tributed monthly  to  the  proper  revenue  and 
liability  accounts.   The  GVW  Income  Holding 
Account   balances   at   June  30,   1977   and 
June  30,  1978  were  $1,003,200  and  $38,750, 
respectively.   These  balances  represent  a 
combination  of  errors  caused  by  failure  to 
reconcile  the  account's  activity,  and  accumu- 
lated collections  that  had  not  been  distrib- 
uted at  fiscal  year-end. 

The  GVW  Division  licenses  vehicles  under  a 
prorational  agreement  with  other  states  based 
upon  the  truckers'  percentage  of  travel  in 
Montana.   All  out-of-state  truckers  must  pay 
these  fees  yearly.   The  GVW  Division  does  not 
record  this  revenue  until  it  is  received  in 
cash. 


28 


Officials  of  the  department  stated  that  they 
did  not  consider  these  fees  to  represent 
valid  receivables  because  they  cannot  make 
the  truckers  pay.   Our  examination  indicated 
that  only  a  small  portion  of  the  accounts 
billed  prove  to  be  uncollectible.   From  the 
GV\V  records  available,  we  estimated  that 
unrecorded  proration  accounts  receivable  from 
out-of-state  accounts  at  June  30,  1978  were 
at  least  $200,000.   This  revenue  should  be 
recognized  when  it  is  billed  by  GVW. 

The  department  reports  as  federal  aid  receiv- 
ables total  federal  funds  committed  but  not 
yet  received  on  federal  construction  pro- 
jects. This  balance  is  overstated  because 
most  of  the  related  construction  costs  have 
not  yet  been  incurred.  Since  the  costs  are 
not  billable,  they  are  not  a  valid  receivable 
and  should  not  be  reported  as  such. 

We  identified  the  actual  federal  receivable 
balance  to  be  the  amount  of  construction 
costs  incurred  subject  to  federal  participa- 
tion but  for  which  reimbursement  has  not  been 
received  at  fiscal  year-end.   The  total 
misstatement  of  federal  aid  receivables  is 
shown  below: 


June  30,  1977   June  30,  1978 


Federal  Aid  Receivables 

Recorded  $95,927,014     $93,956,271 

Less:  Actual  Receivables  5,756,764  5,776,686 
Overstatement  of 

Receivables  $90,170,250     $88,179,585 


RECOMMENDATION 

We  recommend  that  the  department: 

1.  Properly  accrue  expenditures  at  fiscal  year-end. 

2.  Recognize  disaster  expenses  as  they  are  incurred. 

3.  Follow     generally     accepted     accounting     principles     in 
recognizing  depreciation  expense. 
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4.  Recognize  Motor  Pool  and  Equipment  Division  revenue  in 
accordance  with  generally  accepted  accounting  princi- 
ples. 

5.  Reconcile   the  activity  of  the   GVW   Income   Holding  Ac- 
count on  a  monthly  basis  and  clear  the  account  at  fiscal 
year-end. 

6.  Record  out-of-state  proration  fees  as  revenue  at  the 
time  they  are  billed. 

7.  Establish     receivables     in     accordance     with    generally 
accepted  accounting  principles. 

MOTOR   POOL   AND   EQUIPMENT   DIVISION 

The  Department  of  Highways,    through   its   motor  pool 
unit,     is    the   custodian  of   all   motor  vehicles   operating 
from    Helena    and    carrying   passengers    or    cargo    of    less 
than    three    quarters     of    a    ton.       The    department    also 
maintains     a     fleet    of    equipment    under    the    Equipment 
Bureau.       This     equipment    is    assigned    to    11    divisions 
throughout     the     state     for    the    maintenance    of    state 
highways. 

The    costs     of    operating    the    Motor    Pool    and    the 
Equipment   Bureau    are    recovered  by  rental   rates   charged 
to   the   user  based  on  the   average   actual   operating  costs 
for    each    type     (class)     of    equipment.       The    Motor    Pool 
currently    maintains    nine    classes    of    vehicles    and    the 
Equipment  Bureau  maintains   55  classes  of  equipment. 
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The  following  sections  discuss  problems  we  noted 
during  our  review  of  this  division.   Several  of  these 
problems  are  the  result  of  an  inadequate  management 
information  and  data  accumulation  system  within  the 
division. 

Rental  Rates 

Using  the  department's  accumulated  cost  totals  and 
the  department's  accounting  manual,  we  recomputed  the 
rental  rates  for  two  heavy  equipment  classes  and  two 
motor  pool  vehicle  classes. 

In  comparing  our  computations  to  the  highway 
rental  rates,  we  found  the  highway  rates  were  consis- 
tently lower.   The  following  schedule  compares  the 
rates  we  computed  using  the  department's  procedures  to 
those  used  by  the  department  during  fiscal  years  1977- 
78  and  1978-79.   The  department's  procedures  do  not 
include  consideration  of  two  factors  that  should  be 
considered  in  the  rate  calculation. 

1.  Prior  year  operating  gains  and  losses. 

2.  The  vehicle  miles  and  hours  used  by  the  Motor  Pool 
and  Equipment  Division  itself  are  not  subtracted 
from  total  miles  and  hours  to  obtain  total  bill- 
able miles  and  hours  prior  to  allocating  the  costs 
to  the  usage.   The  "per  footnote"  rate  on  the 
following  schedule  includes  adjustments  for  these 
factors . 
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MOTOR  POOL  AND  EQUIPMENT  DIVISION 
RENTAL  RATES 


Fiscal  Year  Fiscal  Year 

1977-78  1978-79 


EQUIPMENT  BUREAU 


Dump  Truck  (Per  Miles  Operated) 

Department  rate                    $  .201  $  .213 

OLA  Rate  Per  Highway  Policy           .209  .284 

OLA  Rate  Per  footnote  1              .222  .293 

Dump  Truck  (Per  Hours  Assigned) 

Department  rate                      .720  .975 

OLA  Rate  Per  Highway  Policy          .844  1.080 

OLA  Rate  Per  footnote  1              .901  1.083 

Motor  Patrol  (Per  Hours  Operated) 

Department  rate                     3.350  3.930 

OLA  Rate  Per  Highway  Policy         3.501  5.180 

OLA  Rate  Per  footnote  1             3.878  5.790 

Motor  Patrol  (Per  Hours  Assigned) 

Department  rate                     .450  .530 

OLA  Rate  Per  Highway  Policy          .456  .610 

OLA  Rate  Per  footnote  1              .509  .693 

MOTOR  POOL 

Compact  Car  (Per  Miles  Operated) 

Department  rate                     .113  .123 

OLA  Rate  Per  Highway  Policy          .115  .120 

OLA  Rate  Per  footnote  1              .117  .126 

Pickup  Trucks  (Per  Miles  Operated) 

Department  rate                     .110  .110 

OLA  Rate  Per  Highway  Policy          .127  .137 

OLA  Rate  Per  footnote  1              .144  .164 

Two  factors  are  included  in  the  rate  calculation  as  discussed 

on  the  proceeding  page  (A)  prior  year  gains  or  losses  are  included 

in  the  rate,  and  (B)  vehicle  miles/hours  used  by  the  Motor  Pool 

and  Equipment  Division  itself  are  not  included  in  the  rate. 

Motor  pool  use  of  motor  pool  vehicles  is  insignificant  in  rela- 
tion to  miles  driven.   We  did  not  include  the  miles  driven  by 
motor  pool  personnel  in  the  rate  calculations  since  the  rate  would 
not  be  affected  significantly. 
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As  can  be  seen  from  the  table,  the  motor  pool  rate  for 
half- ton  pickups  is  1.3  cents  per  mile  less  than  com- 
pact cars  in  fiscal  year  1978-79.   Our  computation 
showed  that  the  rate  for  pickups  should  have  been  3.8 
cents  per  mile  more  than  the  cars.   Examination  of 
other  classes  showed  some  classes  were  showing  profits 
and  others  losses.   Proper  distribution  of  costs  be- 
tween classes  is  important  to  achieve  fair  rates  for 
all  users.   Under  the  current  rate  structure,  depart- 
ments which  use  compact  cars  are  paying  for  costs 
related  to  other  classes  of  vehicles.   Netting  the 
profits  against  the  losses  results  in  an  overall  loss 
or  profit  which  is  netted  with  prior  year  overall 
losses  or  profits.   At  June  30,  1978,  the  motor  pool 
showed  a  gain-to-date  of  $26,000.   The  Equipment  Bureau 
showed  a  loss-to-date  of  $394,000. 

In  an  attempt  to  allow  for  inflation,  the  Equip- 
ment Bureau  added  a  six  percent  surcharge  to  all  equip- 
ment rental  rates  for  fiscal  years  1978-79  and  1979-80. 
The  Equipment  Bureau  used  this  surcharge  in  determining 
the  rental  rates  as  an  inflation  factor  rather  than 
following  their  own  rate-setting  procedures.   As  a 
result,  the  rates  continue  to  be  too  low  to  recapture 
past  losses,  and  the  classes  with  profits  continue  to 
subsidize  classes  with  losses. 
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RECOMMENDATION 

We  recommend  that  the  department: 

1.  Add  provisions  to  its  accounting  manual  on  rate  compu- 
tations to  provide  for  the  recovery  of  prior  gains  and 
losses  in  future  rates. 

2.  Comply  with  its  policies  on  setting  rental  rates. 

3.  Set  rental  rates  based  on  costs  for  each  class  of  ve- 
hicle . 

Mileage  Utilization  and  Rate  Structure 

We  previously  noted  that  as  of  June  30,  1978,  the 
motor  pool  had  a  net  gain  over  the  years  of  $26,000. 
To  examine  recent  conditions,  we  compared  the  operating 
costs  of  motor  pool  vehicles  and  the  revenues  collected 
from  these  vehicles  in  fiscal  year  1977-78  and  noted 
that  operating  costs  exceeded  revenues  by  $20,000. 
Department  officials  stated  that  this  deficit  was  an 
intentional  attempt  to  erase  the  accumulated  gain. 
However,  in  the  first  nine  months  of  fiscal  year  1978- 
79,  the  deficit  increased  an  additional  $25,000  to  over 
$45,000. 

We  examined  vehicle  mileage  to  determine  if  low 
overall  utilization  of  the  vehicles  was  a  cause  of  the 
increase  in  the  deficit. 

The  division  has  no  written  mileage  utilization 
policy  for  motor  pool  vehicles.   Division  officials 
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stated,    however,    that  the  policy   is   to  use   each  vehicle 
at    least   15,000   miles   per   year   and   for   at   least   75,000 
m:  les    prior    to    resale.       We    contacted    several     other 
states    with    seasonal    weather    conditions     similar    to 
Montana's    to    determine    their  motor  pool  vehicle   utili- 
zation criteria.      Those   states   with  central   motor  pools 
stated    that    they    attempt    "co    use    each    vehicle     from 
12,000  to  18,000  miles  per  year. 

The    following   chart    shows   the   average  miles   trav- 
eled   by    motor    pool    vehicles     available     for    use    the 
entire     fiscal    year.       In    addition,     the    percentage    of 
vehicles     in    each    class     that    traveled    in    excess    of 
15,000  miles  is  listed  in  the  right  hand  column. 


Average   Mileage  per  Year  per   Class    of  Vehicles 

Available  During  Entire    12-Month  Period 

July   1977   to  June   1978 


Class 


Yearly  Percentage 

Total        No.    of  Average  Traveling  Over 

Mileage   Vehicles      Miles/Vehicle      15,000  Miles/Yr 


00  (mid-size) 

257,394 

22 

11,700 

27% 

01  (station  wagon) 

372,474 

24 

15,520 

54% 

02  (4-wheel  drive) 

204,291 

10 

20,429 

80% 

03  (suburbans) 

68,658 

8 

8,582 

25% 

06  (compacts) 

2,512,296 

122 

20,593 

70% 

07  (1/2  ton  pickup) 

162,739 

16 

10,171 

13% 

08  (3/4  ton  pickup) 

3,398 

1 

3,398 

0% 

11  (1/2  ton  van) 

8,227 

1 

8,227 

0% 

12  (1  ton  van) 

44,304 

5 

8,861 

0% 

Total 

3,633,781 

209 

17,386 

56% 

If    division    intent   is    to    average    15,000   miles   per 
vehicle,     then    this    goal    has    been   met.      However,     even 
though     the     average     utilization     for    all     classes     of 
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vehicles  was  17,386  miles  per  year,  only  56  percent  of 
the  vehicles  are  being  used  over  15,000  miles  per  year 
as  is  the  stated  policy  of  the  division. 

High  and  low  utilization  vehicles  account  for  the 
fact  that  only  56  percent  of  the  individual  vehicles 
are  being  used  over  15,000  miles,  yet  all  vehicles  have 
an  average  utilization  of  17,386  miles  per  year.   High 
mileage  utilization  results  in  lower  cost  per  mile  of 
operation  than  low  usage.   The  reason  for  this  is  that 
costs  of  operating  vehicles  are  categorized  as  either 
fixed  or  variable.   The  cost  of  depreciation,  insur- 
ance, and  overhead  are  fixed  in  the  sense  that  they 
remain  substantially  the  same  during  the  year,  while 
gasoline,  oil,  grease,  tires,  repairs,  etc.,  vary  in 
direct  relation  to  miles  driven.   Thus,  the  primary 
benefit  of  increased  utilization  is  that  the  fixed 
costs,  remaining  constant,  are  spread  over  a  greater 
number  of  miles  and  a  lower  cost  per  mile  is  achieved. 

From  our  sample  of  35  motor  pool  vehicles,  we 
noted  numerous  instances  of  vehicles  being  driven  only 
a  few  miles  per  day.   We  found  206  of  1,900  trips  in 
which  these  vehicles  were  driven  less  than  35  miles  per 
day.   We  also  noted  eleven  instances  where  a  motor  pool 
car  was  checked  out  for  at  least  19  days  during  the 
month  but  was  driven  less  than  12  miles  per  day.   We 
analyzed  the  utilization  of  such  vehicles  and  found 
that  the  operating  costs  were  not  recovered  by  the 
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mileage  rental  charge  because  of  low  mileage  utiliza- 
tion. 

The  fact  that  some  vehicles  are  being  used  only  a 
few  miles  per  day  and  that  the  motor  pool  is  not  recov- 
ering its  operating  costs  in  these  cases  contributes  to 
increased  rental  rates  for  all  vehicles  and  is  a  major 
cause  for  the  deficit.   A  prime  objective  of  motor  pool 
billings  should  be  to  charge  the  user  agencies  with  all 
the  costs  related  to  the  period  that  the  agency  has 
sole  access  to  the  vehicle. 

Most  motor  pool  vehicles  are  rented  with  the 
rental  rate  based  solely  on  the  miles  driven.   The  only 
exceptions  are  those  vehicles  temporarily  leased  to 
agencies.   The  leased  vehicle  charge  is  a  combination 
of  a  fixed  amount  per  month,  day,  or  hour,  plus  a 
charge  for  each  mile  driven  (a  split  rate).   We  noted 
that  the  motor  pool  was  recovering  its  operating  costs 
on  leased  vehicles,  yet  we  found  no  significant  differ- 
ence in  average  mileage  utilization  between  leased  and 
daily  rental  motor  pool  vehicles. 

We  contacted  the  state  of  Utah  and  found  that  its 
motor  pool  charges  a  fixed  amount  per  day  or  a  fixed 
amount  per  mile,  whichever  is  greater  (a  minimum 
charge).   This  enables  the  pool  to  recover  those  costs 
which  are  incurred  even  though  the  vehicle  is  not 
utilized.   It  also  discourages  the  user  agency  from 
checking  out  a  vehicle  when  it  is  not  going  to  be 
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driven  the  minimum  mileage.   Utah's  motor  pool  is 
operating  successfully  on  a  break-even  basis. 

Both  the  split  rate  (used  by  Montana  for  leased 
vehicles)  and  the  minimum  charge  (Utah)  methods  allevi- 
ate the  problem  of  low  mileage  utilization  by  helping 
to  recover  fixed  costs  regardless  of  mileage  used. 

RECOMMENDATION 

We  recommend  that  the  department: 

1.  Formulate  a  written  mileage  utilization  policy  for  each 
class  of  motor  pool  vehicle  based  on  recovering  operat- 
ing costs. 

2.  Revise    its    rate    structure    in    an    attempt   to    recover 
operating  costs. 

Leased  Vehicles 

The  motor  pool  policy  manual  states  that  motor 
pool  vehicles  are  for  use  by  state  employees  in  the 
Helena  area  and  that  no  motor  pool  vehicles  are  to  be 
permanently  assigned.   The  division  has  a  system  for 
allowing  agencies  to  lease  vehicles  from  the  motor  pool 
rather  than  having  assigned  vehicles. 

The  division  has  no  formal  policy  for  determining 
which  agencies  receive  leased  vehicles.   The  adminis- 
trator processes  all  requests.   He  requires  that  each 
agency  state  the  reason  for  needing  the  car,  the  esti- 
mated miles  of  use,  and  the  length  of  time  needed. 
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These  reasons  and  estimates  need  not  be  in  writing. 
After  reviewing  the  request,  he  makes  a  determination 
of  assignment  based  on  vehicle  availability,  alterna- 
tive available  transportation,  and  the  estimated  reve- 
nue to  be  generated.   During  fiscal  year  1977-78,  50 
motor  pool  vehicles  were  leased  to  individual  agencies. 

In  our  sample  of  motor  pool  vehicles  we  noted  five 
vehicles  which  were  "permanently  assigned"  to  agencies. 
These  vehicles  were  used  solely  by  the  agencies  for 
relatively  long  periods  of  time  during  the  fiscal  year, 
but  were  not  leased.   One  vehicle  was  used  the  entire 
year  by  an  agency.   The  remaining  four  vehicles  were 
used  for  periods  ranging  from  7  to  11  months  without 
lease  agreements.   The  rental  charge  for  these  vehicles 
was  the  normal  mileage-based  rate.   The  vehicles  aver- 
aged approximately  1,000  miles  per  vehicle  per  month, 
and  had  total  operating  costs  of  about  $8,250.   Total 
revenue  generated  by  their  use,  however,  amounted  to 
only  $6,150,   resulting  in  a  $2,100  deficit.   This 
deficit  is  made  up  through  increased  vehicle  rental 
rates  for  all  vehicles  used  by  all  agencies.   The  user 
agency  should  be  charged  with  all  costs  related  to  the 
period  that  the  agency  has  sole  access  to  the  vehicle. 

RECOMMENDATION 
We  recommend  that  the  department: 

1.       Formulate    a   policy   establishing   criteria   for  assignment 
of  leased  vehicles. 
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2.       Establish   controls  to  ensure  that  vehicles  are  not  "per- 
manently" used  by  agencies  without  lease  agreements. 

Average  Daily  Utilization 

A  1973  audit  of  the  motor  pool  by  our  office 
indicated  that  motor  pool  passenger  vehicles  were  being 
utilized  on  approximately  55  percent  of  the  work  days. 
At  that  time,  recommendations  were  made  to  increase  the 
utilization.   Our  present  review  included  an  examina- 
tion of  vehicle  utilization  for  fiscal  year  1977-78  to 
determine  if  there  had  been  any  change. 

We  selected  a  random  sample  of  vehicles  and  com- 
pared the  total  days  the  vehicles  were  used  with  the 
total  days  available  for  use,  regardless  of  the  mileage 
used  per  day.   We  determined  that  the  utilization  for 
passenger  vehicles  had  increased  to  about  59  percent. 
The  average  daily  utilization  for  all  classes  of  motor 
pool  vehicles  (vans,  pickups,  cars,  etc.)  was  approxi- 
mately 70  percent.   The  motor  pool  has  improved  its 
daily  utilization  by  14  percentage  points  since  the 
previous  audit. 

Daily  Utilization  Records 

The  motor  pool  keeps  a  log  of  vehicles  checked  out 

each  day.   This  log  records: 

--vehicle  license  number 
--driver's  name 
--agency  name 
--date  and  tim;;  out. 
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The  log  is  not  used  to  record  vehicles  as  they 
return.  Therefore,  the  division  has  a  record  of  ve- 
hicles checked  out  during  a  given  day  but  has  no  record 
of  how  many  cars  are  actually  in  use  en  a  given  day. 
Since  the  division  has  no  formal  record  of  daily  utili- 
zation, management  decisions  on  the  number  of  cars 
needed  to  supply  the  pool  cannot  be  reliably  formu- 
lated. 

The  log  also  does  not  allow  the  motor  pool  dis- 
patcher to  know  the  status  of  a  vehicle  at  any  given 
time.   The  only  way  this  can  be  determined  presently  is 
through  a  three-stage  process. 


Check  to  see  if  the  keys  are  hanging  on  the 
board  in  the  dispatch  office. 

Check  for  a  trip  ticket  which  would  indicate 
that  a  vehicle  is  checked  out. 

Check  for  an  MP-86  (maintenance  record)  which 
would  indicate  that  a  vehicle  is  in  for 
repairs . 


RECOMMENDATION 

We  recommend   that  the  department  revise   the  log  system  to 
provide  management  with  easy  access  and  dependable  informa- 
tion about  the   daily  status  and   demand   for  motor  pool   ve- 
hicles. 

New  vs.  Old  Vehicles 

It  has  been  the  practice  of  the  motor  pool  to  put 
only  a  few  new  vehicles  into  service  at  a  time  while 
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leaving  the  remainder  in  storage.   The  fact  that  new 
vehicles  are  allowed  to  sit  idle  is  an  indication  that 
there  may  be  a  problem  with  utilization  and  the  replace- 
ment of  vehicles.   As  noted  earlier,  because  of  a  lack 
of  proper  records,  the  motor  pool  has  no  accurate 
account  of  the  demand  for  vehicles  or  how  many  vehicles 
are  being  utilized  at  any  one  time.   Therefore,  the 
motor  pool  has  no  assurance  that  the  number  of  new 
vehicles  purchased  meets  or  exceeds  demand.   In  one 
recent  purchase  of  motor  pool  passenger  vehicles, 
division  personnel  estimated  that  they  needed  34  new 
passenger  cars.   Because  each  car  cost  less  than  was 
anticipated  in  the  budget,  the  division  had  the  money 
available  for  and  actually  purchased  38  cars.   These 
cars  were  received  in  July  1979,  and  more  than  a  month 
later  20  still  had  not  been  placed  in  service. 

We  compared  the  average  monthly  mileage  utiliza- 
tion for  the  new  cars  in  use  vs.  the  older  cars  and 
found  that  the  new  cars  are  driven  significantly  fewer 
miJ.es  per  month.   Older  vehicles  were  averaging  1,826 
miles  per  month,  while  new  cars  were  averaging  1,022 
miles  for  each  month  they  were  in  use.   The  average 
total  mileage  of  the  older  vehicles  (compacts)  sold  at 
auction  in  October  1978  was  83,163  miles,  more  than  10 
percent  over  the  standard  set  for  the  division. 

This  low  utilization  of  new  vehicles  may  be  in- 
creasing motor  pool  costs  for  three  reasons.   First, 
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the  warranty  on  the  new  cars  may  run  out  prior  to  the 
maximum  mileage  being  achieved  (12,000  miles).   For  10 
of  the  40  new  cars  purchased  in  April  and  May  of  1978, 
the  miles  per  month  driven  was  less  than  1,000  miles. 
This  causes  the  motor  pool  to  pay  for  repairs  which 
should  have  been  covered  under  warranty.   In  addition, 
the  frequency  and  seriousness  of  repairs  may  increase 
as  the  older  vehicles  are  highly  utilized.   Further,  as 
noted  earlier,  too  little  mileage  utilization  of  a 
vehicle  causes  thar  vehicle  to  be  unprofitable  for  the 
motor  pool . 

RECOIvlMENDATION 

We  recommend  that  the  department,  to  the  extent  feasible, 

fully  utilize  all  vehicles  purchased. 

Routine  Maintenance  of  Motor  Pool  Vehicles 

To  determine  proper  maintenance  and  servicing  of 
motor  pool  vehicles,  we  documented  division  policy  and 
reviewed  records  on  motor  pool  vehicles  to  verify  that 
the  policy  was  properly  implemented. 

We  examined  the  following  areas  of  routine  main- 
tenance of  motor  pool  vehicles: 


1.  Tire  wear  —  maintenance  of  tire  pressure, 
tire  replacement,  and  tire  repair; 

2.  Fluid  levels  --  radiator  coolant,  automatic 
transmission  fluid,  power  steering  fluid, 
brake  fluid,  windshield  washer  fluid,  and 
battery  water  level; 
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3.    Other  areas  —  lights,  belts,  hoses,  wipers, 
gauges,  etc. 

Tire  Wear 

In  our  sample  of  36  vehicles,  we  noted  that  on  the 
average  there  were  8  tire  changes  per  vehicle  during 
fiscal  year  1977-78.   When  we  removed  from  our  data  all 
tire  changes  involving  snow  tires,  the  vehicles  still 
averaged  more  than  4  tire  changes  during  the  year. 
Each  year,  when  snow  tires  are  installed,  the  regular 
tires  which  are  removed  are  saved  and  used  to  replace 
other  tires  which  wear  out.   In  some  instances,  the  use 
of  these  older  tires  accounts  for  the  high  frequency  of 
tire  changes.   However,  we  noted  10  vehicles  which  had 
new  tires  removed  after  less  than  10,000  miles  of  use. 
Two  new  tires  were  replaced  after  2,035  and  2,040 
miles,   respectively.   One  vehicle  had  9  new  tires 
placed  on  the  vehicle  within  a  19,000-mile  interval. 

The  department  equipment  shop  does  not  maintain 
information  on  how  long  specific  tires  last,  or  what 
causes  excessive  tire  wear.   They  indicated  that  the 
prime  causes  may  be  poor  quality  tires,  incorrect  tire 
pressures,  and  excessive  wheel  alignment  problems.   No 
routine  check  of  tire  pressures  is  performed  by  the 
motor  pool.  The  private  service  station  has  the  respon- 
sibility for  checking  tire  pressure  when  it  performs 
routine  maintenance  on  the  vehicles. 
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In  order  to  test  the  condition  of  motor  pool 
vehicles,  we  took  a  sample  of  12  vehicles  from  those  at 
the  motor  pool.   One  of  the  possible  problem  areas  we 
checked  was  tirt  condition.   We  noted  that  not  one 
vehicle  had  uniform  tire  pressure,  nor  were  the  tires 
maintained  at  factory  recommended  levels.   Eight  of  the 
12  vehicles  had  one  or  more  tires  which  were  either 
over-inflated  (above  maximum  recommendations)  or  under- 
inflated.   Two  of  the  vehicles  had  front  tires  which 
were  "cupping"  and  worn. 

Too  little  air  pressure  can  result  in  excessive 
heat,  abnormal  tire  wear,  adverse  vehicle  handling,  and 
reduced  fuel  economy.   Too  much  air  pressure  can  result 
in  abnormal  tire  wear,  adverse  vehicle  ride  and  hand- 
ling, and  increased  susceptibility  to  damage  by  road 
impacts . 

Fluid  Levels 

Another  part  of  the  routine  maintenance  performed 
under  contract  by  the  private  service  station  is  main- 
tenance of  fluid  levels  in  the  vehicle.   There  is  no 
routine  check  of  fluid  levels  by  motor  pool  personnel. 

We  sampled  12  vehicles  at  the  motor  pool  and 
examined  the  vehicles  to  determine  their  overall  condi- 
tion.  We  noted  that  7  of  the  12  vehicles  had  low  fluid 
levels  of  one  kind  or  another.   Four  vehicles  had 
radiators  with  less  than  full  coolant  levels.   Three 
had  low  power  steering  levels.   One  had  less  than 
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adequate  transmission  fluid.   One  had  a  "dry"  battery 
cell.   Fluid  levels  should  be  maintained  at  required 
levels  to  maximize  vehicle  performance  and  prevent 
excessive  engine,  power  steering,  or  transmission  wear. 
Other  Areas 

The  service  station  contract  provides  for  checking 
the  condition  of  belts  and  hoses  and  other  obvious 
problems  during  routine  maintenance.  Motor  pool  person- 
nel check  certain  items  such  as  lights,  wipers,  glass, 
jacks,  and  lug  wrenches.   This  check  is  performed  when 
the  vehicles  are  refueled  after  each  trip. 

In  our  check  of  12  sampled  vehicles,  we  found  no 
obvious  problems  with  belts  or  hoses.   However,  we 
found  one  vehicle  without  functioning  brake  lights,  one 
without  a  spare  tire  and  three  vehicles  without  lug 
wrenches . 

RECOMMENDATION 

We  recommend  that  the   department  implement  procedures  to 

ensure    that    vehicle    servicing    and    routine   maintenance    is 

performed    timely    and    properly,    including    the    checking   of 

fluid  levels,    tire  pressure   and  wear  each   time  a   vehicle  is 

refueled. 

Preventive  Maintenance 

Preventive  maintenance  (PM)  on  motor  pool  vehicles 
is  done  by  the  department  equipment  shop.   PM  includes: 
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--replacing  points,  plugs  and  condenser 

— replacing  pcv  valve,  air  and  fuel  filters 

--packing  front  wheel  bearings 

— checking  brakes,  brake  linings,  hoses  and  cables 

— checking  distributor  cap  and  wiring 

--checking  exhaust  system 

--checking  steering  system 

--changing  transmission  fluid 

--tire  inspection 

The  motor  pool  policy  is  to  have  PM  performed 
every  12,000  miles  for  all  classes  of  vehicles.   We 
noted  that  the  12,000  mile  policy  is  essentially  the 
same  as  the  manufacturers '   recommendation  for  the 
vehicles . 

Our  review  of  a  sample  of  36  vehicles  included  a 
review  of  PM  during  fiscal  year  1977-78.   In  order  to 
allow  for  the  unavailability  of  vehicles  for  PM  at  the 
end  of  a  12,000  mile  interval,  we  established  a  cri- 
teria of  1,500  miles  variance  for  timeliness  of  PM. 
Using  this  criteria,  we  found  that  16  vehicles  or  44 
percent  of  our  sample  had  gone  beyond  the  PM  interval 
(13,500  miles)  one  or  more  times  during  fiscal  year 
1977-78.   Of  the  56  preventive  maintenance  checks 
performed  on  the  sampled  vehicles,  29  percent  were 
untimely. 

The  effects  of  delaying  PM  on  vehicles  can  result 
in  damage  to  the  engine  and  other  parts.   Poor  handling 
and  lack  of  control  of  the  vehicle  can  result,  which 
may  cause  danger  to  personnel  and  vehicle  safety  and 
may  increase  fuel  consumption  and  operating  costs. 


47 


RECOMMENDATION 

We    recommend    that    the    department    implement    policies    to 

insure   preventive  maintenance  is  performed  at  recommended 

intervals. 

Repairs  Pursuant  to  User  Comments 

The  iyiotor  Pool  and  Equipment  Division  has  devised 
a  system  whereby  users  of  motor  pool  vehicles  are 
encouraged  to  comment  on  problems  with  the  operation  of 
the  vehicles.   The  division  is  then  able  to  use  these 
comments  to  identify  the  problems  and  initiate  repairs. 
In  order  to  examine  whether  users'  comments  are  result- 
ing in  repairs,  we  selected  a  random  sample  of  motor 
pool  vehicles  and  reviewed  the  comments  and  correspond- 
ing repairs. 

Vie   divided  the  problems  noted  on  the  user  comments 
into  three  categories: 

— Safety  Problems  -  bald  tires,  brake  problems, 
cracked  or  broken  glass,  heaters  or  defrosters 
which  were  inoperative  in  winter,  etc. 

--Vehicle  Performance  Problems  -  poorly  tuned  en- 
gines (in  need  of  a  tune-up),  poor  wheel  align- 
ment, carburetor  problems,  etc. 

--Comfort  and  Convenience  Problems  -  air  conditioner 
malfunctions,  radio  problems,  flat  tires,  rattles 
and  squeaks,  etc. 

We  excluded  such  problems  as  missing  jacks,  snow- 
brushes,  and  light  bulb  burnouts,  which  are  not  re- 
corded on  the  maintenance  records  when  corrected.   We 
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Safety 

48% 

Performance 

29% 

Comfort 

31% 

All  Repairs 

35% 

then  categorized  the  resulting  repairs  by  whether  the 
repairs  were  timely  (prior  to  checking  the  vehicle  out 
again),  untimely  (after  vehicle  is  checked  out  again), 
or  if  there  was  no  record  of  a  repair.  The  following 
table  illustrates  the  results. 

Timeliness  of  Repairs 

No  Record 
Timely        Untimely        of  Repair 

31%  21% 

30%  41% 

31%  38% 

31%  34% 

This  table  indicates  that  the  system  used  to 
identify  vehicle  defects  and  repair  them  on  a  timely 
basis  is  not  functioning  effectively.   Our  review  noted 
that  only  two-thirds  of  users'  comments  are  being 
utilized  by  the  division  to  initiate  repairs.   In 
addition,  we  noted  that  in  many  cases,  the  same  comment 
was  made  by  more  than  one  user  about  the  same  vehicle 
prior  to  the  repair  being  made.   Some  of  the  comments 
were  noted  as  many  as  five  times  over  a  six  month 
period  prior  to  a  repair  being  made.   These  problems 
include  such  things  as  the  need  for  a  tune-up,  the  need 
for  a  wheel  alignment,  brake  problems,  and  windshield 
wipers  that  do  not  work. 

Reissuing  vehicles  prior  to  the  repair  of  safety 
defects  can  lead  to  increased  accidents  and  may  unneces- 
sarily endanger  users.   In  the  case  of  performance 
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defects,  reissuing  vehicles  prior  to  repair  can  lead  to 
increased  fuel  consumption  and  rapid  tire  wear  which 
increases  operating  costs. 

RECOMMENDATION 

We    recommend    that    the    department    revise    its    system   of 
identifying   needed   repairs   to  assure   that  repairs  are  made 
on  a  timely  basis. 

Warranty  Repairs  Performed  by  State  Employees 

New  vehicles  purchased  by  the  motor  pool  are 
covered  under  a  standard  12  month/12,000  mile  new  car 
warranty.   Vehicles  should  be  repaired  under  this 
warranty  whenever  it  is  economically  beneficial.   We 
tested  a  random  sample  of  ten  newer  motor  pool  vehicles 
and  noted  that  for  two  of  the  ten  vehicles,  state 
employees  performed  repairs  that  were  covered  under  the 
new  car  warranty.   These  repairs  consisted  of  replacing 
a  windshield  wiper  motor  and  switch  on  one  car  and 
repairing  the  front  suspension  on  another  car.   Addi- 
tional costs  were  incurred  by  the  st=te  when  these 
repairs  were  made  by  its  employees. 

RECOMMENDATIOr' 

We    recommend    that    the    department    implement    controls    to 
ensure   that  warranty   work   be   performed   by   the   car   dealer 
whenever  economicallv  beneficial. 
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Depreciation  Rates 

The  depreciation  rate  for  motor  pool  vehicles  was 
developed  in  December  1974.  This  rate  was  determined 
by  dividing  the  anticipa-ed  purchase  price  of  a  vehicle 
less  the  residual  value  by  75,000  miles,  the  expected 
useful  life.  The  purchase  price  for  current  vehicles 
exceeds  the  anticipated  purchase  price  set  in  1974. 
Since  the  rate  has  not  changed,  it  taxes  more  miles  to 
fully  depreciate  these  cars. 


Cost  of 

Vehicle  Depreciation  Miles  to  Depreciate 

Less  Residual  Rate  Per  Mile  Vehicle  to  Residual 

$3,000  $.05  60,000 

4,000  .05  80,000 

5,000  .05  100,000 


The  depreciation  rate  should  be  adjusted  periodically 
based  on  the  actual  cost  of  the  vehicles  in  the  class 
divided  by  the  number  of  vehicles  times  75,000  miles. 
For  example,  March  1979  data  showed  144  class  06  cars 
that  cost  $533,242  when  new.   These  cars  have  a  poten- 
tial life  of  10,800,000  miles  (144  vehicles  X  75,000 
miles).   Using  the  depreciation  rate  currently  in 
effect,  $.0403  would  recover  $435,240  of  the  cost  and 
would  result  in  a  $98,002  loss  in  this  class  of  ve- 
hicle. 
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RECOMMENDATION 

We  recommend  that  the  department  periodically  revise  depre- 
ciation rates  to  reflect  the  increased  cost  of  vehicles. 

Service  Fund  Use  of  Vehicles 

When  the  Motor  Pool  or  Equipment  Division  person- 
nel use  pool  vehicles  in  their  operations,  the  depart- 
ment records  an  expenditure  and  revenue  amount  based  on 
the  prevailing  rental  rate  in  the  general  ledger  ac- 
counts.  The  department's  current  accounting  treatment 
overstates  Motor  Pool  and  Equipment  Division  expendi- 
tures and  revenue  by  the  amount  of  this  internal  usage. 
The  expenditures  have  previously  been  recorded  in  the 
general  ledger  as  direct  expenses.   The  revenue  is  not 
valid  revenue  because  they  have  not  "earned"  anything. 
The  service  fund  does  not  pay  itself.   Equipment  Bureau 
expenditures  and  revenue  are  overstated  by  $92,000  and 
$115,000  for  fiscal  years  ended  June  30,  1977  and 
June  30,  1978,  respectively  for  this  reason. 

Users  should  be  billed  for  their  use  of  services 
which  include  overhead  charges.  A  service  fund's  use 
of  its  own  services  is  an  overhead  charge  to  be  re- 
turned through  charges  to  users.  By  recording  revenue 
and  expenditures  based  on  the  usage  rate  for  internal 
use,  the  department  is  not  properly  charging  overhead 
to  users . 
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The  department  presently  computes  the  usage  rate 
by  dividing  total  costs  by  total  miles  driven.   This 
results  in  the  usage  rate  being  too  low  for  the  follow- 
ing reasons:   1)  total  costs  are  overstated  by  the 
amount  of  expenditure  reported  for  internal  use,  and  2) 
total  miles  include  internal  usage.   In  order  to  charge 
overhead  to  users,  only  billable  miles  (miles  driven  by 
user  agencies)  should  be  used  in  the  calculation. 

RECOMMENDATION 

We  recommend  that  ths  department: 

1.  Discontinue  recording  Motor  Pool  or  Equipment  Division 
use  of  pool  vehicles  as  expenditures  and  revenue 
amounts  in  the  general  ledger. 

2.  Compute  the  usage  rate  using  billable  miles. 

Auctions 

The  department  holds  auctions  periodically  to 
dispose  of  surplus  highway  equipment  and  vehicles.   The 
administrator  of  the  Motor  Pool  and  Equipment  Division 
and  the  director  of  the  department  decide  the  date  and 
place  to  hold  these  auctions.   All  items  to  be  sold  at 
the  auctions  must  first  be  offered  for  sale  to  other 
governmental  units.   As  part  of  our  examination,  we 
reviewed  the  process  of  accounting  for  the  sales  made 
at  the  auctions  held  in  September  and  October  of  1977, 
and  found  the  following  problems. 
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— Recording  Disposal  of  Assets 

The  department  does  not  recognize  gain  or  loss  on 
the  sale  of  highway  equipment  and  vehicles.   Instead, 
the  depreciation  expense  of  the  asset  sold  is  adjusted 
in  the  year  of  sale  by  the  amount  of  the  gain  or  loss, 
so  that  book  value  equals  sales  price.   This  practice 
violates  generally  accepted  accounting  principles  which 
require  that  the  gain  or  loss  be  recognized  at  the  time 
of  sale. 

The  Accounting  Division's  administrator  said  that 
he  makes  the  adjustment  because  if  the  periodic  depreci- 
ation charged  to  the  equipment  had  been  accurate,  the 
sales  price  would  equal  book  value,  and  there  would  be 
no  gain  or  loss  on  the  transaction.   As  a  result  of 
this  recording  procedure,   depreciation  expense  and 
revenue  related  to  the  write-off  of  assets  sold  is 
understated  by  $117,000  in  the  Equipment  Bureau  Fund 
and  $15,000  in  the  Motor  Pool  Fund  in  fiscal  year 
1977-78. 

We  noted  that  the  price  received  for  the  vehicles 
sold  at  auction  consistently  exceeded  the  residual 
value  assigned  the  vehicles.   The  residual  values 
should  be  adjusted  to  more  closely  approximate  the 
actual  realizable  value  upon  disposal. 

Our  examination  indicated  that  it  takes  from  one 
to  three  months  for  the  assets  sold  at  auctions  and  to 
other  governmental  units  to  be  removed  fiom  the  inven- 
tory control  listings.   The  employee  in  charge  of 

54 


recording  the  sales  stated  that  it  takes  a  while  for 
all  the  journaj  entries  to  be  prepared.  This  delay 
causes  the  depdrtaient '  s  iixed  asset  records  to  be 
misstated.  The  disposal  of  asiitts  should  be  recorded 
promptly  in  order  to  maintain  adequate  control  and 
accountability  for  fixed  assets. 

RECOMMENDATION 

We  recommend  that  the  department: 

1.  Recognize  gain  or  loss  on  the  disposal  of  all  assets  in 
accordance  with  generally  accepted  accounting  prin- 
ciples. 

2.  Evaluate  the  basis  for  establishing  residual  values. 

3.  Record  the  disposal  of  assets  on  a  timely  basis. 

— Proceeds  From  the  Sale  of  Equipment 

Proceeds  from  the  sale  of  equipment  and  vehicles 
are  placed  in  the  Motor  Pool  and  Equipment  Bureau 
Accounts.   According  to  section  18-6-103,  MCA,  "All 
proceeds  received  by  the  department  from  the  sale  of 
all  material,  supplies,  equipment,  and  all  other  per- 
sonal property  of  the  Department  of  Highways  shall  be 
placed  in  the  Highway  Account  of  the  Earmarked  Revenue 
Fund . " 

The  chief  of  the  Accounting  Bureau  stated  that  the 
statute  was  written  prior  to  the  establishment  of  the 
Motor  Pool  and  Equipment  Division  accounts,  and  he 
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believed  that  the  law  should  be  changed  to  accommodate 
the  new  fund  structure. 

RECOMMENDATION 

We  recommend  that  legislation  be  enacted  changing  section 
18-6-103,  MCA,  to  allow  the  Motor  Pool  and  Equipment  Divi- 
sion to  receive  the  proceeds  from  the  sale  of  their  vehicles 
and  equipment. 

GROSS  VEHICLE  WEIGHT  DIVISION 

The  Gross  Vehicle  Weight  Division  (GVW)  is  charged 
with  the  enforcement  of  rules  and  regulations  related 
to  special  fuel  vehicle  licenses,  gross  vehicle  weight 
fees,  and  size  and  weight  permits.   The  enforcement  is 
accomplished  by  the  use  of  weigh  stations  and  portable 
scales  throughout  the  state.   GVW  also  oversees  county 
treasurer  and  justice  of  the  p^ace  collection  of  G\^ 
fees.    For   fiscal   year   1977-78,   GVW  collected 
$14,000,000  for  deposit  in  the  Highway  Earmarked  Reve- 
nue Account. 
GVW  Fees 

Fees  and  taxes  collected  by  the  GVW  Division  come 
from  three  major  sources;  registration  fees,  gross 
vehicle  weight  fees,  and  property  taxes.   Various  other 
fees  collected  by  the  division  represent  smaller  propor- 
tions of  total  revenue.   The  division  collects  taxes 
and  fees  for  five  different  agencies  and  levels  of 
government. 

56 


1.  Department  of  Highways--dealer  cemonstiation 
permits,  groi?s  vehicle  weight  permits,  and 
related  fees. 

2.  Department   of   Revenue--temporary   special 
motor  fuel  permit  fees  and  special  fuel  users 
compliance  bonds. 

3.  Department  of  Justice--registration  and  plate 
fees . 

4.  Department   of   Administration--nonresident 
custom  combine  fees . 

5.  Counties — property  tax. 

Several  methods  of  vehicle  registration  exist  for 
interstate  carriers.   Montana  has  reciprocal  agreements 
with  seventeen  states  and  a  uniform  registration  agree- 
ment with  eight  other  states.   Carriers  based  in  states 
having  a  reciprocal  agreement  with  Montana  pay  only 
their  home  state  fees.   Reciprocal  agreements  are 
limited  to  states  whose  carriers  travel  infrequently  in 
Montana.   Uniform  agreement  fees  are  based  on  the 
percentage  of  travel  in  Montana.   Montana  is  also  a 
member  of  the  International  Registration  Plan  (IRP). 
Registration  fees  under  the  IRP  are  similar  to  those 
paid  under  uniform  agreements.   (The  IRP  is  discussed 
in  detail  on  page  59.  ) 

In  addition  to  the  primary  methods  of  registration 
described  above,  carriers  have  the  option  of  register- 
ing their  vehicles  with  the  county  treasurer's  office 
in  the  first  county  entered,  or  in  the  county  in  which 
the  vehicle  will  be  based.   Temporary  trip  permits  are 
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also  available  for  vehicles  not  based  in  the  state. 
Trip  permits  are  only  advantageous  for  vehicles  which 
seldom  travel  in  Montana. 

— Fee  Structure 

We  examined  the  fee  structure  and  fees  collected 
by  the  GVW  Division  and  found  that  amounts  charged  for 
most  fees  collected  by  the  division  have  not  been 
revised  for  more  than  a  decade.   Division  personnel 
noted  that  the  administrative  cost  of  collecting  the 
dealer  demonstration  permit  exceeds  revenue  received. 
In  view  of  the  inflation  rate  over  the  past  decade  and 
the  small  amount  charged  for  certain  fees  (many  from  $1 
to  $10),  net  revenue  per  individual  fee  collection,  in 
terms  of  real  dollars,  has  actually  decreased. 

The  division  presently  has  no  formal  system  that 
identifies  the  administrative  costs  associated  with  fee 
collection  administration.   If  such  a  system  were 
available,  the  division  would  be  able  to  identify  those 
fees  that  produce  less  revenue  than  their  associated 
administrative  costs.   In  the  case  of  the  dealer  demon- 
stration permit,  the  division  plans  to  seek  legislation 
that  would  repeal  the  fee  requirement.   Other  fees 
should  also  be  analyzed  to  determine  if  they  should  be 
adjusted  to  cover  administrative  costs. 

--Fee  Schedules 

Three  GVW  fee  schedules  are  established  by  stat- 
ute.  Schedule  I  is  for  truck  units,  Schedule  II  for 
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trailers,  and  Schedule  III  is  based  on  a  combination 
truck/'\^ailer .  Two  methods  of  calculating  GVW  fees 
exist  under  the  three  schedules.  One  method  is  based 
on  Schedules  I  and  II.  Trucks  would  be  licensed  sepa- 
rately from  trailers  in  this  instance.  Licensing  under 
this  method  is  significantly  less  expensive  than  using 
Schedule  III,  if  a  firm  maintains  a  ratio  of  one  truck 
to  one  or  two  trailers.  The  system  of  licensing  under 
Schedules  I  and  II  is  kno\"m  as  "fee  splitting." 

The  other  method  is  based  upon  Schedule  III. 
Combination  truck/trailer  license  fees  under  Sched- 
ule III  would  be  significantly  higher  than  fees  set 
under  Schedules  I  and  II  for  the  same  weight  vehicle  in 
the  prior  example.   However,  for  large  trucking  firms 
with  multiple  trailer  units.  Schedule  III  is  usually  a 
less  expensive  form  of  licensure.   Power  units,  under 
Schedule  III,  may  pull  any  properly  registered  trailer. 
Trailers  are  properly  registered  if  the  registration 
fee  and  property  taxes  are  paid;  no  GVW  fees  are  re- 
quired.  In  general,  firms  with  a  trailer  to  truck 
ratio  greater  than  four  to  one  pay  less  total  fees 
under  Schedule  III  than  they  would  under  Schedules  I 
and  I I . 

--International  Registration  Plan 

The  International  Registration  Plan  (IRP)  is  a 
registration  reciprocity  compact  that  provides  for  the 
payment  of  GVW  license  fees  on  the  basis  of  fleet  miles 
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traveled  within  member  states.   The  IRP  was  initiated 
in  1973  by  four  states.   Montana  signed  the  compact  in 
1976  and  there  are  presently  22  states  and  Alberta, 
Canada  which  are  members  of  the  IRP. 

Each  member  state  accepts  IRP  applications  from 
its  in-state  truckers.  Total  travel  mileage  is  broken 
down  by  the  trucker  or  trucking  firm  into  percentages 
traveled  in  each  member  jurisdiction  or  state.  Appli- 
cations are  then  processed  by  the  home  state,  with 
copies  sent  to  other  member  states.  Upon  payment  of 
the  trucker's  home  state  fees,  a  cab  card  is  assigned. 
Truckers  are  allowed  to  travel  in  all  states  listed  on 
the  cab  card  after  receiving  it  from  their  home  state. 

Individual  state  fees  are  determined  by  multiply- 
ing each  states'  fees  by  the  reported  percentage  of 
travel  in  that  state.  Montana  currently  calculates  the 
Montana  fees  and  bills  out-of-state  applicants  after 
receiving  data  from  member  states.  Montana  IRP  regis- 
tration fee  collections  amounted  to  almost  $3  million 
during  calendar  year  1978. 

Fees  charged  under  the  IRP  are  based  on  the  previ- 
ous years'  mileage  traveled  as  reported  by  the  trucker 
or  trucking  company.  Like  most  IRP  members,  Montana 
does  not  periodic-:;lly  audit  trucker  mileage  for  actual 
miles  traveled.  Charges  are,  therefore,  based  on 
trucker  or  trucking  company  xaports.  Although  we  did 
not  audit  trucker  mileage  records,  we  noted  that  a 
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Department  of  Revenue  review  of  trucking  corporation 
income  tax  filings  estimated  that  from  150  to  200  firms 
were  failing  to  properly  report  total  mileage  for 
income  tax  purposes. 

The  IRF  or  erations  manual  requires  that  all  ve- 
hicles maincain  acceptable  source  documents  on  fleet 
miles  traveled  for  a  three-year  period.   IRP  recommends 
each  jurisdiction  audit  its  base  carriers  at  least  once 
every  three  years.   A  member  state  could  then  rely  upon 
the  other  ste.tes  to  verify  the  mileage  of  their  base 
carriers  and  report  any  deviations  from  the  mileage 
reported  to  affected  states.   Montana  does  not  audit 
its  base  carriers. 
— Proration 

Division  personnel  stated  that  some  truckers  in 
high  mill  levy  jurisdictions  may  be  illegally  prorating 
their  vehicles.   That  is,   a  vehicle  which  travels 
strictly  intrastate  may  be  registering  under  prorate 
(i.e.,  claiming  a  small  percentage  of  out-of-state 
travel).   A  levy  of  197.12  mills,  the  state  average 
mill  levy,  is  used  in  computing  fees  for  prorated 
vehicles.   It  is,  therefore,  advantageous  for  carriers 
in  counties  with  mill  levies  higher  than  the  state 
average  to  license  vehicles  by  proration  rather  than 
paying  the  local  mill  levy.   For  example,  the  owner  of 
a  truck  based  in  Helena  can  save  in  excess  of  $500  of 
property  taxes  by  prorating.   The  only  feasible  way  to 
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assure  that  prorated  vehicles  are  eligible  is  for  the 
division  to  audit  truckers'  mileage  records.   Audits 
performed  periodically  or  randomly  would  aid  the  divi- 
sion in  determining  if  a  problem  with  proration  exists. 

RECOMMENDATION 

We  recommend  that  the  department: 

1.  Examine  the   costs  of  administering  its  permits  and  fees 
and  seek  appropriate  adjustments  of  fee  amounts. 

2.  Audit   Montana-based    trucker   mileage    records    at  least 
once    every    three   years    in   accordance   with   the   IRP 
operations  manual. 

3.  Audit  prorated  vehicle  mileage  to  assure  eligibility  for 
proration. 

Weigh  Station  Collections 

The  department  maintains  approximately  50  weigh 
stations  throughout  the  state  to  enforce  GVW  regula- 
tions.  As  part  of  our  examination  of  the  division,  we 
visited  five  of  these  stations  and  documented  the 
procedures  used  by  the  enforcement  officers  to  collect, 
deposit,  and  report  GVW  collections. 

At  four  of  five  weigh  stations  visited,  we  found 
that  enforcement  officers  were  not  complying  with  state 
depositing  requirements.   The  officer  at  one  station 
had  $1,600  cash  and  checks  on  hand,  and  another  officer 
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had  $1,400  in  undeposited  collections  at  home.   Accord- 
ing to  section  17-6-105,  FCA,  all  moneys  must  be  de- 
posited when  the  accumulated  amount  of  cash  exceeds 
$100,  or  total  collections  exceed  $500.   All  moneys 
shall  be  deposited  at  least  weekly.   The  enforcement 
officers  stated  that  they  do  not  comply  with  this 
statute  because  they  had  received  a  notice  from  the  GVW 
Division  office  which  implied  that  daily  deposits 
should  not  be  made.   The  deposits  are  also  delayed 
because  recaps  of  permits  sold  are  prepared  at  the  same 
time  a  deposit  is  made.   The  administrator  of  GVW  is 
aware  of  this  problem  and  is  currently  working  to 
revise  and  clarify  the  depositing  procedures  to  be  used 
by  enforcement  officers  to  meet  the  state  depositing 
requirements. 

During  our  examination  of  permit  revenue,  we  found 
that  one  enforcement  officer  did  not  make  deposits  for 
a  period  of  six  months  amounting  to  $1,800.   As  a 
result,  the  enforcement  officer  was  not  in  compliance 
with  state  depositing  regulations  and  the  state  lost 
interest  on  the  revenue.   The  department  was  not  aware 
they  were  not  receiving  the  revenue  because  a  control 
to  ensure  regular  deposits  by  field  personnel  does  not 
exist.   This  control  could  be  a  simple  suspense  file 
noting  the  last  deposit  date  for  each  field  officer. 

In  another  case  we  found  that  enforcement  officers 
do  not  always  keep  GVW  collections  separate  from  their 
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personal  funds.   We  learned  of  one  instance  where  an 
enforcement  officer  deposited  $90  out  of  his  pocket  for 
permit  fees  that  he  had  already  deposited.   The  proper 
segregation  of  state  and  personal  funds  would  have 
prevented  this  error.   Several  of  the  enforcement 
officers  indicated  that  they  keep  GVW  collections  at 
home  until  a  deposit  is  made,  because  physical  safe- 
guards at  the  weigh  stations  are  not  adequate.   As  a 
result  of  this  situation,  we  were  unable  to  properly 
reconcile  the  undeposited  collections  with  sold  permits 
at  these  stations. 

During  our  audit  period  certain  enforcement  of- 
ficers were  depositing  GVW  collections  into  their 
private  bank  accounts  and  writing  the  state  a  personal 
check  for  the  amount  of  permits  sold.  All  state  reve- 
nue should  be  deposited  into  a  treasury  system  bank  to 
the  credit  of  the  state  of  Montana. 

RECOMMENDATION 

We    recommend    that    the    department    require    enforcement 

officers    to    properly    control,    safeguard,    and    deposit   cash 

receipts. 

County  Collections 

The  counties  collect  new  car  sales  tax  and  GVW 

fees  which  are  remitted  monthly  to  the  state  treasury 

to  the  credit  of  the  Department  of  Highways.  As  part 
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of  our  examination  of  the  GVW  Division,  we  reviewed  the 
collection  and  recording  procedures  for  GVW  revenue  in 
three  counties  and  found  the  following  problems. 
— Unauditable  Records 

In  one  county,  the  computer  runs  which  support  the 
monthly  report  to  GVW  and  the  remittance  to  the  state 
treasury  do  not  contain  source  references  for  individ- 
ual amounts  collected.  As  a  result,  we  were  unable  to 
test  the  detail  records  to  determine  whether  the  reve- 
nue reported  to  GVW  was  reasonable.  In  order  to  pro- 
vide an  adequate  audit  trail,  detail  records  must 
contain  a  reference  to  the  related  supporting  document. 

The  county  treasurer  m  this  county  agreed  that 
there  is  no  way  under  the  present  recording  system  to 
trace  individual  documents  back  to  the  detail  records. 
She  did  not  consider  this  to  be  a  problem  since  the 
total  of  each  computer  run  was  agreed  to  the  related 
deposit.   The  problem  is  similar  to  having  a  total  for 
a  check  book  without  knowing  what  checks  or  deposits 
are  included.   All  governmental  units  collecting  state 
revenue  should  maintain  auditable  documentation  of  the 
amounts  collected. 

In  two  of  the  three  counties  we  visited,  records 
which  are  necessary  to  substantiate  collections  during 
the  audit  period  had  been  discarded  or  could  not  be 
located.   One  county  could  not  find  the  hand-kept 
ledgers  supporting  the  amounts  reported  to  GVW  during 
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fiscal  year  1976-77;  the  person  responsible  for  the 
records  was  on  vacation.   In  another  county,  the  forms 
which  support  GVW  collections  were  discarded  for  all 
but  a  few  months  of  the  audit  period.   The  counties 
should  retain  all  documents  which  support  the  revenue 
collected  for  the  Department  of  Highways  in  accordance 
with  the  state  records  retention  schedule.   Sections 
7-6-2111  through  section  7-6-2113,  MCA,  describe  the 
records  required  to  be  kept  by  the  county  treasurer  and 
describes  the  penalties  for  failure  to  do  so.   These 
statutes  are  enforceable  by  the  county  commissioners  in 
each  county. 

— Receipts  from  Counties 

The  GVW  Division  collected  fees  both  at  the  depart- 
ment and  county  levels.   Section  61-10-226,  MCA,  re- 
quires that  "Moneys  received  from  the  counties  .  .  . 
shall  be  deposited  in  the  Federal  and  Private  Revenue 
Fund  to  the  credit  of  the  department."   Section  61-3- 
502,  MCA,  conflicts  with  the  abov^e  law,  as  it  states 
that  new  car  sales  taxes,  which  are  collected  by  tne 
counties,  shall  be  deposited  in  the  Earmarked  Revenue 
Fund.   The  counties  regularly  deposit  sales  tax  revenue 
as  well  as  GVW  fees  and  fines  to  the  Earmarked  Revenue 
Fund.   The  department  should  seek  legislation  to  cor- 
rect this  problem. 
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RECOMMENDATION 

We  recommend  that  legislation  be  enacted  to  allow  the  deposit 

of  county  collections  to  the  Earmarked  Revenue  Fund. 

Justice  of  the  Peace  -  GVW  Collections 

The  justices  of  the  peace  (JPs)  of  each  county  are 
responsible  for  the  levy  and  collection  of  fines  for 
violations  of  GVW  regulations.   The  fines  are  distri- 
buted to  counties  and  the  state,  with  GVW  receiving  a 
monthly  report  which  discloses  the  amount  distributed 
to  the  credit  of  the  Highway  Department. 

The  Commission  on  Lower  Courts,  appointed  by  the 
Supreme  Court  is  responsible  for  recommending  policies 
and  procedures  to  be  used  by  the  JP  courts.   In  January 
of  1977  the  Commission  formulated  a  "Uniform  Accounting 
System"  which  prescribes  uniform  documents  and  policies 
for  all  JP  operations  and  reporting  procedures.   During 
the  course  of  our  review  of  three  JP  courts,  we  found 
the  following  problem. 

Enforcement  officers  at  weigh  stations  issue 
"notices  to  appear"  to  truckers  who  are  in  violation  of 
laws  or  regulations.   The  enforcement  officers  deliver 
the  notices  to  appear  plus  any  bond  money  collected  to 
the  justice  of  the  peace.   The  justice  of  the  peace  in 
turn  sets  the  fine  required  for  violation  of  the  appli- 
cable statute  and  distributes  the  fines  or  bond  for- 
feitures collected. 
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In  the  three  counties  we  reviewed,  each  of  the 
justices  of  the  peace  distributed  the  fines  and  forfei- 
tures differently  for  violations  of  sections  relating 
to  permits  for  excess  size  and  weight,  special  permits, 
display  of  permits  carried  in  vehicle,  examination  and 
confiscation.   For  example,  one  justice  of  the  peace 
did  not  distribute  an  estimated  $13,000  due  to  the 
State  Crime  Victim's  Compensation  Account.   Another 
justice  of  the  peace  deposits  money  to  the  Highway 
Earmarked  Revenue  Account  although  there  is  no  pro- 
vision for  this  in  the  law.   Sections  61-10-145,  20-7- 
504,  and  53-9-109,  MCA,  discuss  allocation  and  deposit 
of  this  money  to  the  credit  of  the  County  Road  Fund, 
the  State  General  Fund,  the  State  Drivers'  Education 
Account  and  the  State  Crime  Victims'  Compensation 
Account.   The  justices  of  the  peace  are  distributing 
the  money  to  the  Highway  Earmarked  Revenue  Fund  as  well 
as  to  these  funds  and  accounts  in  various  proportions. 

RECOMMENDATION 

We   recommend  that  the  department  carefully  review  the  GVW 
collections    and    distributions    journal    submitted   monthly    by 
each  justice  of  the  peace. 

We  recommend  that  the  Commission  on  Lower  Courts  establish 
procedures   to  ensure  that  all  justices  of  the  peace  properly 
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distribute   the  fines  assessed  and  bonds  forfeited   for  viola- 
tion of  GVW  related  statutes. 

Supervision  of  GVW  Operations 

The  GVW  Division  is  responsible  for  all  phases  of 
its  operation,  including  revenue  collection  and  account- 
ing.  Historically,  the  GVW  Division  has  handled  its 
operations  independently  because  it  was  physically 
separated  from  the  rest  of  the  department.   The  GVW 
Division  is  now  located  in  the  main  department  build- 
ing.  The  GVW  Division  has  no  accountants  on  its  staff 
and  the  supervisory  personnel  for  accounting  operations 
does  not  have  an  accounting  background.   Accounting 
functions  should  be  performed  by  or  under  the  super- 
vision of  a  person  who  possesses  technical  skills  in 
accounting. 

The  GVW  employee  who  opens  the  mail  does  not 
prepare  a  control  list  of  daily  receipts  and  does  not 
restrictively  endorsed  the  checks  until  a  deposit  is 
made.  The  same  employee  is  responsible  for  the  account 
records.  A  person  independent  of  the  accounting  func- 
tion should  open  the  mail  and  restrictively  endorse  all 
checks . 

The  GVW  Division  deposits  receipts  after  the 
amounts  have  been  recorded  in  the  daily  cash  book.   The 
same  person  who  records  daily  receipts  also  has  access 
to  the  money  and  prepares  the  daily  deposit.   Due  to 
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the  volume  of  receipts,  it  sometimes  takes  several  days 
to  record  one  day's  collections.   Consequently,  there 
may  be  unrecorded  cash  on  hand.   Since  the  division 
does  not  maintain  a  list  of  daily  receipts,  there  is  no 
record  of  the  cash  until  it  is  deposited.   To  provide 
adequate  control,  each  day's  receipts  should  be  de- 
posited intact. 

Section  17-6-105,  MCA,  requires  a  deposit  to  be 
made  whenever  combined  cash  and  checks  exceed  $500.   We 
counted  money  on  hand  at  three  different  dates;  the 
amount  ranged  from  $19,000  to  $84,000  per  day.   A  GVW 
official  stated  that  the  largest  on-hand  balance  was 
unusual  because  they  are  training  a  new  employee. 

GVW  remits  to  the  Accounting  Bureau  monthly  re- 
ports which  summarize  the  daily  financial  activity  of 
the  division.   The  Accouncing  Bureau  uses  the  data  on 
these  reports  as  the  basis  for  financial  statement 
preparation. 

The  Centralized  Services  Division  performs  all 
these  functions  for  all  other  divisions.   The  Central- 
ized Services  Division's  role  is  to  promote  efficiency 
and  to  perform  these  functions  on  a  unified  department 
wide  basis.   Such  a  unified  basis  would  alleviate 
problems  due  to  uneven  work  loads  caused  by  cyclical 
input  volumes  and  employee  absences  due  to  vacations  or 
illnesses  and  would  allow  persons  possessing  the  neces- 
sary technical  accounting  skills  to  perform  these 
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functions.   The  mail  and  file  unit  of  the  Centralized 
Services  Division  receives  and  logs  all  cash  except 
that  received  for  GVW.   This  unit  logs  and  restrictive- 
ly  endorses  all  receipts  each  day;  the  money  is  for- 
warded to  accounting  for  deposit  and  a  copy  of  the 
deposit  ticket  is  returned  to  the  mail  and  file  unit 
for  reconciliatd on  with  the  receipts.   Accounting 
personnel  enter  the  transactions  directly  from  these 
records . 

In  order  to  correct  the  problems  discussed  above, 
the  department  should  incorporate  the  accounting  and 
cash  receipt  functions  of  the  GVW  Division  with  the 
rest  of  the  department's  accounting  functions. 

RECOMMENDATION 

We  recommend  that  the  department  incorporate  the  accounting 
and   receipt  functions  of  the  GVW  Division  in  the  Centralized 
Services  Division. 

Consolidation  of  GVW  Forms 

The  GVW  Division  uses  two  distinct  forms  to  col- 
lect fees.   One  form  is  used  by  GVW  field  personnel  and 
the  other  is  used  by  the  county  treasurers.   Each  form 
requires  basically  the  same  information.   When  this 
fact  was  brought  to  the  attention  of  division  person- 
nel, they  stated  that  consolidation  of  the  two  forms  is 
possible  and  they  thought  that  a  single  form  might  save 
some  processing  and  filing  costs. 
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Further,  the  division  uses  four  forms  to  issue 
special  permits.  The  four  include: 

1.  A  special  permit  for  oversize  and/or  over- 
weight. 

2.  A  restricted  route  permit. 

3.  A  trip  permit  for  special  fuels  and  GVW  fees 
for  trucks  and  trailers. 

4.  A  license  to  purchase  liquid  petroleum  gas 
for  a  vehicle. 

The  GVW  Division  estimates  that  75  percent  of  the 
truck  traffic  in  Montana  uses  one  or  more  of  these 
permits.   We  determined  that  much  of  the  same  informa- 
tion is  recorded  on  each  permit  form.   The  division 
administrator  stated  that  a  single  form  would  probably 
save  time  for  GVW  field  personnel,  truckers,  and  office 
personnel.   At  the  present  time,  the  division  is  study- 
ing methods  to  consolidate  these  permit  forms. 

RECOMMENDATION 

We  recommend  that  the  department: 

1.  Design    one    form   for    collecting    GVW   fees    for   use  by 
both  county  treasurers  and  GVW  field  personnel. 

2.  Consolidate    the    four    GVW  special  permit  forms   into  a 
single  form. 

"BLUE  COLLAR"  WAGE  PLAN 

The  department  currently  employs  approximately 
1,800  employees.   Personnel  service  expenses  for  fiscal 
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years  1976-77  and  1977-78  accounted  for  19  percent  and 

23  percent  of  total  expenditures  or  $31,000,000  and 

$34,000,000  respectively. 

The  majority  of  maintenance  and  crafts  personnel 

employed  by  the  department  are  members  of  unions. 

Contracts  negotiated  for  these  employees  include  a 

"blue  collar"  wage  plan  which  replaces  the  state  pay 

plan.   Total  wages  paid  under  this  plan  are  higher  than 

if  the  state  pay  plan  were  used.   Section  2-18-307, 

MCA,  states  that: 

" .   .   .  The  total  amount  of  compensation 
which  may  be  used  to  implement  any  such  plan 
(referring  to  a  blue  collar  plan)  may  not 
exceed  the  total  amount  of  funding  that  would 
be  required  to  fund  application  of  the  ma- 
trices in  (section)  2-18-311  and  2-18-312 
(state  pay  matrices)  to  the  employees  covered 
by  the  negotiated  plan." 

The  department's  "blue  collar"  wage  plan  is  not  in 
compliance  with  this  provision. 

In  March  of  1978,  the  Office  of  the  Legislative 
Fiscal  Analyst  issued  a  report  to  the  Legislative 
Finance  Committee  concerning  blue  collar  plans.   This 
report  covered  blue  collar  pay  plans  for  the  Depart- 
ments of  Highways,  Institutions,  and  Administration. 
It  concluded  that  these  agencies  exceeded  their  statu- 
tory authority  by  negotiating  the  blue  collar  plan. 
According  to  the  report,   the  state  over-committed 
$286,000  by  allowing  the  adoption  of  the  blue  collar 
plan  for  the  three  agencies  stated  above.   On  May  2, 
1978,  the  administrator  of  the  State  Personnel  Division 
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responded  to  the  Legislative  Finance  Committee  con- 
cerning the  Fiscal  Analyst's  report.   He  supported  the 
analyst's  conclusion,  but  indicated  that  the  maximum 
over  commitment  was  $175,000  instead  of  $286,000. 

RECOMMENDATION 

We  recommend   that  the   Department  of  Administration  negoti- 
ate future  "blue  collar"  plans  in  accordance  with  state  law. 

CONSTRUCTION 

Highway  construction,  which  is  the  largest  single 
object  of  expenditures  in  the  department,  accounts  for 
approximately  75  percent  of  total  expenditures.   The 
department  expended  $128,892,000  during  fiscal  year 
1976-77  and  $110,196,000  during  fiscal  year  1977-78  for 
expenses  related  to  highway  construction  activity. 
These  amounts  were  incurred  in  construction  of  inter- 
state, primary,  and  secondary  roadways. 

Construction  is  classified,  for  budget  purposes, 
as  two  separate  programs--preconstruction  and  construc- 
tion.  Preconstruction  includes  all  the  activity  or 
costs  associated  with  the  location  and  design  of  roads 
and  structures  and  the  acquisition  of  right-of-way  and 
utility  relocations.   It  includes  all  the  preliminary 
activity  up  to  the  date  of  the  contract  award.   Upon 
award  of  the  contract  the  construction  phase  begins. 
This  includes  work  by  private  contractors  and  contract 
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supervision  and  field  engineering  activities  by  depart- 
ment employees . 

Construction  expenditures  are  incurred  in  seven 
areas  within  the  two  programs. 

Preconstruction 

1.  Preliminary  Engineering 

2.  Planning  and  Research 

3.  Right-of-Way 

4.  Utility  Relocations 
Construction 

5.  Construction  Supervision 
5 .    Construction  Contracts 

7.    Administrative  Settlement  Costs 
The  department  receives  large  amounts  of  federal 
matching  funds  to  finance  construction.   The  federal 
matching  funds  have  different  participating  rates 
depending  upon  the  particular  road  system  involved. 
The  principal  participating  rates  are: 

1.  Interstate  system:   91.21  percent  federal 
ratio  applied  to  total  cost. 

2.  Other  systems  -  Primary,  Secondary,  Urban 
Extensions,  Urban  System,  and  Emergency 
Relief  Funds:   78.35  percent  federal  funding 
ratio. 

In  addition  to  these  rates,  various  rates  are 

established  for  costs  incurred  on  other  federal  aid 

programs  such  as  forest  highways  or  federal  public  land 

projects  which  are  either  90  percent  or  100  percent 

federally  funded.   During  our  review  we  noted  several 
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problems  with  the  department's  accounting  for  construc- 
tion expenditures.  These  are  discussed  in  the  follow- 
ing sections . 

State  Construction  Costs 

The  department's  accounting  records  do  not  report 
the  actual  state's  share  of  construction  costs.   When  a 
construction  contract  is  awarded,  the  state's  share  of 
the  estimated  project  cost  is  transferred  from  the 
Earmarked  Revenue  Fund  to  the  Federal  and  Private 
Revenue  Fund.   This  is  a  "paper"  transfer  only  because 
there  is  no  cash  transferred.   The  department  makes 
this  transfer  in  an  attempt  to  reserve  or  encumber  the 
state's  share  of  anticipated  construction  costs.   When 
the  contract  payments  are  made,  the  state  and  federal 
portions  are  commingled  in  the  expenditures  reported  in 
the  Federal  and  Private  Revenue  Fund.   As  a  result,  the 
actual  state's  portion  of  the  project  cost  is  not 
identifiable  in  the  general  ledger  on  a  fiscal  year 
basis . 

It  is  not  necessary  for  the  department  to  book  an 
interfund  transfer  in  order  to  reserve  the  state's 
share  of  construction  costs.   The  department  could 
reserve  the  anticipated  costs  in  the  Earmarked  Revenue 
Fund.   When  the  contract  payment  is  made  the  expendi- 
ture should  be  allocated  between  funds  based  on  the 
state-federal  participation  ratio,  enabling  the  deter- 
mination of  the  state  construction  costs  on  a  fiscal 
year  basis 
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SBAS  can  process  transactions  in  this  manner.  If 
one  fund  experienced  a  cash  shortage,  an  inter-entity 
loan  could  be  initiated.  This  transfer  would  provide 
the  detail  support  for  the  inter-entity  loan  amount. 
Allocation  of  expenditures  based  on  the  state-federal 
participation  ratios  could  alleviate  the  problem  of 
inadequate  documentation  to  support  the  inter-entity 
loan  amounts . 

RECOMMENDATION 

We    recommend    that    the    department    allocate    construction 
payments    on    the    basis    of    the    state-federal    participation 
ratios    in    order    to  adequately   disclose   the  state's   share  of 
project  costs  by  fiscal  year. 

Financial  Districts 

The  state  is  divided  into  12  financial  districts 
for  the  purpose  of  allocating  funds  for  highway  con- 
struction projects.   The  department  allocates  available 
state  money  to  match  federal  aid  available  for  inter- 
states,  primary,  secondary,  and  other  road  systems. 
The  statutes  allocate  this  money,  depending  on  the  road 
system,  based  on  percentage  of  road  completed,  popula- 
tion, land  value,  and  other  factors.   The  available 
money  is  then  spent  within  the  district. 
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Section  60-3-210,  MCA,  states: 


"(1)  The  department  may  increase  the  expendi- 
tures made  in  a  financial  district  to  the 
extent  of: 

a)  25  percent  more  than  the  amount  of 
money  allocated  to  the  district  in  the 
latest  year  for  the  federal-aid  primary 
system  or  the  federal-aid  secondary 
system; 

b)  300  percent  more  than  the  amount  of 
money  allocated  to  the  district  in  the 
latest  year  for  the  federal-aid  inter- 
state highway  system. 

(2)  The  allocation  of  available  state  con- 
struction funds  to  a  district  for  the  next 
succeeding  fiscal  year  shall  be  decreased  by 
an  amount  equal  to  any  increased  expendi- 
tures .  " 


The  department  prepares  statements  of  funds  avail- 
able for  obligation  by  financial  district  but  does  not 
prepare  statements  of  actual  expenditures  by  financial 
district.   The  department  did  not  have  the  information 
readily  available  during  our  audit  period  to  compile 
such  a  statement  for  administering  this  statute. 
Because  of  this,  we  were  not  able  to  determine  the 
department's  compliance  with  the  financial  district 
law.   According  to  department  officials,  the  project 
control  unit  is  developing  a  report  showing  total 
project  costs  by  financial  district  and  by  system. 

The  department  should  combine  presently  available 
information  into  a  report  format  that  compares  actual 
project  costs  by  period  to  obligations  and  allocations 
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for  the  period  to  give  an  accurate  picture  of  the 
status  of  each  financial  district. 

RECOi'vlMENDATION 

We    recommend    that    the    department    develop    management 
reports    to   allow  comparison  of  obligations,    allocations,    and 
actual  project  costs  in  each  financial  district. 

Project  Overruns 

When  construction  costs  for  a  project  exceed  the 
amount  agreed  to  by  the  federal  government,  the  depart- 
ment accumulates  these  costs  pending  federal  agreement 
to  participate  in  the  additional  cost.   These  federal 
amendments  are  generally  approved,  but  the  department 
must  request  them.   Once  a  project  increase  is  granted, 
the  department  bills  the  federal  government  for  the 
federal  portion  of  the  accumulated  costs.   The  depart- 
ment is  not  prompt  in  requesting  project  amendments, 
and  projects  in  overrun  status  will  often  be  carried 
over  from  one  fiscal  year  to  another. 

As  reported  by  a  Federal  Highway  Administration 
(FHWA)  audit  report  dated  June  4,  1979,  the  department 
has  no  written  procedures  describing  responsibility  or 
action  necessary  to  bill  for  projects  in  overrun  or 
nonagreement  status.   Expenditures  made  in  excess  of 
project  costs  must  be  paid  from  state  funds  until 
agreements  with  the  federal  government  are  modified. 
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Monthly  overrun  and  nonagreement  reports  for  1977 
and  1978  indicated  an  average  of  $5,000,000  expended 
but  unbilled  on  federal  aid  projects  not  covered  by 
adequate  project  agreements.   FHWA  noted  that  for  a 
sample  of  projects  from  one  month's  billing,  32  percent 
of  the  sample  projects  were  overrun  more  than  one  year. 
Assuming  an  8  percent  interest  rate,  the  state's  Gen- 
eral Fund  lost  up  to  $800,000  in  interest  income  during 
the  last  two  years  because  the  department  was  not 
current  on  their  billing  for  federal  aid  projects. 

RECOMMENDATION 

We  recommend  that  the  department  prepare  and  implement 
procedures  to  amend  FHWA  project  agreements  in  overrun  or 
nonagreement  status  on  a  timely  basis. 

ACCOUNTS  AND  LOANS  RECEIVABLE  POLICY 

We  found  the  following  deficiencies  in  the  depart- 
ment's accounts  receivable  policies: 


When  highway  property  is  damaged  by  an  uniden- 
tified party,  the  repair  costs  are  accumu- 
lated in  an  accounts  receivable  work  in 
progress  account  titled  "Unknown" .   This 
causes  an  overstatement  of  accounts  receiv- 
able.  Only  those  accounts  with  a  reasonable 
expectation  of  collection  should  be  reported 
as  receivables. 

When  the  department  bills  for  charges  within 
the  Earmarked  Revenue  Fund  a  10  percent 
handling  charge  is  added  to  the  billing.   At 
the  time  of  billing,  a  journal  entry  adds 
this  amount  to  the  accounts  receivable  amount 
and  credits  "Handling  Charge  Receipts."  This 
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revenue  is  recognized  again  in  "Accounts 
Receivable  Receipts"  when  the  payment  is 
received,  which  results  in  duplicate  record- 
ing. This  did  not  result  in  a  revenue  over- 
statement on  the  financial  statements,  how- 
ever it  does  indicate  the  need  for  a  change 
in  accounting  procedure. 

Inter-entity  loans  receivable  are  temporary 
transactions  between  governmental  agencies  or 
funds  within  an  agency.   The  department 
permanently  transferred  $400,000  from  the 
Highway  Earmarked  Revenue  Fund  to  the  Equip- 
ment Bureau  Revolving  Fund  and  recorded  it  as 
an  inter-entity  loan  receivable.   Generally 
accepted  accounting  principles  permit  only 
those  amounts  for  which  repayment  is  expected 
to  be  recorded  as  receivables.   We  found  no 
authority  for  making  this  loan  and  no  author- 
ity for  not  repaying  it. 


RECOMMENDATION 

We    recommend    that    the    department    correct    the    accounts 

receivable  problems  described  above. 

Filing  and  Recordkeeping  System 

In  our  tests  of  accounts  receivable,  we  found  nine 
of  50  account  balances  were  misstated.  We  also  noted 
four  examples  of  late  billing  or  failure  to  bill  on  a 
completed  project.  These  errors  indicate  three  prob- 
lems with  the  accounts  receivable  filing  and  record- 
keeping system. 

The  first  problem  is  that  the  present  system 
requires  many  journal  entries.   Some  of  the  reasons  for 
the  excessive  number  are  explained  below. 
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1.  The  use  of  the  accounts  receivable  work  in 
progress  account  requires  additional  journal 
entries,  as  discussed  on  page  87. 

2.  A  10  percent  handling  charge  is  added  to  each 
billing.   A  journal  entry  is  made  to  add  the 
costs  to  the  accounts  receivable  account. 

3.  Due  to  a  variation  in  equipment  usage,  adjust- 
ments are  made  to  the  original  billing  rates. 
Debtors  are  not  always  billed  as  reported  in 
the  account  balance.   This  requires  another 
journal  entry. 

4.  The  accounts  receivable  supervisor  must 
correct  coding  errors  made  by  field  personnel 
who  are  unsure  as  to  which  job  number  to 
charge  their  work. 


The  department  should  revise  its  recording  system  to 
reduce  the  number  of  journal  entries  needed. 

The  second  problem  is  that  some  journal  entries 
are  never  made  or  are  made  twice.   The  resulting  mis- 
statements and  billing  oversights  are  not  detected  in  a 
reasonable  period  because  the  accounts  receivables 
review  is  inadequate.   The  third  problem  is  an  ineffic- 
ient account  filing  system.   The  accounts  receivable 
supervisor  had  difficulty  locating  account  files  we 
requested,  particularly  those  for  closed  accounts. 
This  supervisor  is  the  only  person  in  the  department 
who  knows  the  filing  system  well  enough  to  attempt 
finding  files. 

In  some  of  the  files  for  accounts  on  which  payment 
was  overdue,  there  was  no  copy  of  the  final  letter  sent 
before  the  account  was  referred  to  the  legal  department 
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for  collection.  Failure  to  retain  such  copies  hinders 
the  accounts  receivable  supervisor's  ability  to  keep 
track  of  the  status  of  the  numerous  accounts. 

Because  the  file  location  process  is  inefficient 
and  time  consuming,   and  the  files  are  incomplete, 
internal  controls  are  weakened.   Account  review  proae- 
dures  can  only  be  completed  by  the  accounts  receivable 
supervisor. 

RECOMMENDATION 

We  recommend  that  the  department: 

1.  Revise  its  accounts  receivable  reporting  and  billing 
procedures  to  reduce  the  number  of  adjusting  journal 
entries. 

2.  Develop  an  accounts  receivable  filing  system  that  would 
enable    thorough    and    timely    review   and    correction    of 
account  balances. 

3.  Maintain  complete  accounts  receivable  files. 

4.  Acquaint   more    Accounting    Bureau    personnel    with    the 
accounts     receivable     reporting,     billing,     and    review 
procedures. 

STORES  INVENTORIES 

Our  audit  included  the  observation  of  the  physical 
inventory  at  June  30,  1978.   We  traveled  to  ten  divi- 
sions and  department  headquarters  in  Helena  to  observe 
the  department's  inventory  counting  procedures,  make 
test  counts,  and  review  inventory  controls. 
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We  noted  the  following  weaknesses  in  inventory 
methods . 

1.    In  some  divisions,  counters  were  selecting 
items  to  count  by  reading  down  the  computer 
inventory  count  sheet  and  then  locating  each 
listed  item  in  storage.   To  ensure  that  items 
not  on  the  computer  inventory  sheet  are 
counted,  personnel  should  select  items  in 
storage  and  locate  the  items  on  the  listing. 

2.  In  all  divisions,  counted  items  were  not 
tagged  to  prevent  them  from  being  skipped  or 
double  counted. 

3.  In  some  divisions,  the  stockperson  partici- 
pated in  the  count  and  in  all  areas  the 
stockperson  had  access  to  the  count  sheets. 
Counters  should  be  independent  of  the  inven- 
tory in  order  to  obtain  a  fair  count.   This 
procedure  was  not  in  accordance  with  the 
written  instructions  the  department  sent  to 
its  divisions. 

4.  In  some  divisions,   not  all  items  were 
counted.   In  the  Butte  division  none  of  the 
laboratory  supplies  were  counted.   All  the 
laboratory  supplies  were  charged  to  a  project 
even  though  many  were  still  in  storage.   At 
the  Kalispell  division,  a  year-end  count  of 
repair  parts  was  not  made.   In  all,  our  test 
counts  included  15  types  of  items  in  inven- 
tory that  were  not  counted  by  the  department 
and  were  not  included  in  its  inventory. 

5.  In  some  divisions  the  arrangement  of  stock 
made  counting  difficult.   Dissimilar  items 
were  placed  in  the  same  bin.   Many  bulk  items 
were  not  stacked  in  a  manner  conducive  to 
making  accurate  counts . 

Many  of  these  problems  could  have  been  minimized 
with  adequately  supervised  counts.  Our  testing  dis- 
closed that  25  percent  of  our  sample  counts  did  not 
agree  to  the  department's  counts.  Our  test  results 
demonstrate  a  need  for  closer  supervision  of  counters 
to  ensure  compliance  with  established  procedures. 
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RECOMMENDATION 

We  recommend  that  the  department  adopt  more  closely  super- 
vised year-end  inventory  procedures. 

PLANT,  PROPERTY,  AND  EQUIPMENT 

As  of  fiscal  year  1977-78,  the  department  reported 
$29,860,992  in  fixed  assets  for  all  funds.   This  figure 
includes  $14.3  million  attributable  to  land  and  build- 
ings, and  $15.5  million  in  furniture,  fixtures,  and 
equipment. 

Fixed  Asset  Inventory 

Management  of  fixed  assets  is  discussed  in  the 
Montana  Operations  Manual  which  requires  in  part  that 
the  agency: 

1.  Conduct  an  annual  physical  inventory  of  fixed 
assets,  and 

2.  Retain  inventory  working  papers  for  sub- 
sequent audits. 

Our  audit  work  indicated  that  an  adequate  physical 

inventory  is  not  taken,  and  that  inventory  working 

papers  pertaining  to  one  year  of  our  audit  period  were 

inadvertently  destroyed.   We  also  noted  instances 

where : 


1.  Items  written  off  the  inventory  as  lost  or 
stolen  were  still  in  use.   Documentation 
supporting  the  write-offs  had  been  destroyed. 

2.  Obsolete  items  are  not  written  off  inventory 
into  a  surplus  account,  and  parts  salvaged 
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from  junked  or  obsolete  equipment  are  not 
inventoried.   This  problem  appeared  to  be 
unique  to  the  Helena  maintenance  headquar- 
ters, where  we  observed  engines,  motors, 
transmissions,  and  other  pieces  from  junked 
or  obsolete  equipment  that  were  not  numbered 
or  inventoried.   These  should  either  be 
properly  accounted  for  as  parts,  or  disposed 
of  at  auction. 

3.  Items  were  not  properly  tagged,  and  could  not 
be  positively  identified  or  traced  to  the 
detail  listing.   For  example,   a  portable 
diesel  fuel  tank  currently  located  in  Helena 
has  never  been  inventoried.   Several  other 
items  were  noted. 

4.  The  Accounting  Bureau  changed  the  statewide 
inventory  tag  system  to  a  statewide  identifi- 
cation system  more  than  four  years  ago.   We 
noted  the  Missoula  division  was  still  updat- 
ing equipment  identification  tags  at  the  time 
of  our  field  work. 

5.  A  significant  number  of  items  which  could  not 
be  located  when  a  physical  inventory  was 
taken  were  written  off  the  books  as  lost  or 
stolen,  and  then  later  discovered  and  written 
back  on.   Other  items  were  assigned  to  the 
wrong  location,  and  the  detail  ledger  had  not 
been  changed  accordingly.   For  example,  a  car 
pump  assigned  to  one  location  is  new,  has 
never  been  used,  and  is  located  in  stores  at 
the  headquarters  building  in  Helena.   Neither 
area  noted  (1)  the  inclusion  of  the  item,  or 
(2)  the  omission  of  the  item  on  the  detail 
printout,   respectively,   when   a  physical 
inventory  was  taken.   The  pump  has  been  on 
the  books  since  March  1977. 

These  problems  result  from  the  inadequacy  of  the 
physical  inventory  procedures  employed  by  the  divi- 
sions.  The  divisions  do  not  follow  the  procedures 
prescribed  in  the  accounting  manual.   The  Accounting 
Bureau  has  neither  the  authority  nor  the  personnel  to 
ensure  that  proper  inventory  procedures  are  employed  or 
to  follow  up  on  material  discrepancies  both  of  which 
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are    necessary    to    ensure    accountability    for    and    safe- 
guarding of  $29.8  million  in  assets. 

RECOMMENDATION 

We  recommend  that  the  department  estabhsh  the  necessary 
authority  within  the  Accounting  Bureau  to  make  the  divisions 
accountable  for  their  fixed  assets. 

Work  In  Progress 

Costs  incurred  on  repair  or  service  projects  are 
accumulated  in  Authorized  Work  in  Progress  (WIP)  Ac- 
counts.  At  the  time  of  billing  they  are  transferred  to 
the  Accounts  Receivable  Account.   The  department  used 
these  accounts  incorrectly  throughout  the  audit  period 
to: 

1.  Accumulate  cost  which  should  have  been  ex- 
penses when  incurred,  and 

2.  Accumulate  capital  expenditures  which  were 
then  improperly  charged  to  an  expense  ac- 
count. 

Only  capital  expenditures  should  be  accumulated  in 
the  WIP  accounts,  and  these  should  be  capitalized  upon 
completion  of  the  project.   The  department  was  advised 
of  the  proper  use  of  the  WIP  accounts  after  its  last 
audit  but  the  problem  still  exists. 

By  accumulating  unbilled  costs  in  an  accounts 
receivable  account  instead  of  an  expense  account, 
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accounts  receivable  are  overstated  and  expenditures  are 
understated  by  $265,497  in  fiscal  year  1977-78,  and 
$304,059  in  fiscal  year  1976-77.   These  totals  include 
an  undeterminable  amount  of  costs  incurred  in  prior 
periods . 

The  use  of  Authorized  Work  in  Progress  involves  an 
additional  accounting  entry  to  transfer  costs  to  ac- 
counts receivable,  which  increases  the  possibility  of 
posting  errors.  In  some  cases,  these  entries  are  not 
necessary.  For  example,  rental  costs  are  transferred 
in  and  out  of  the  Motor  Pool  Revolving  Fund  Work  in 
Progress  account  simultaneously. 

RECOMMENDATION 

We  recommend  that  the  department: 

1.  Accumulate    project   costs    in    expense   accounts    rather 
than  an  accounts  receivable  account. 

2.  Periodically  review  transactions   in   the  WIP  accounts   to 
ensure  that  the  accounts  are  being  used  properly. 

Leases 

We  noted  that  the  department  has  from  60  to  70 
stockpile  leases  with  an  average  annual  lease  amount  of 
less  than  $50.   The  majority  of  these  leases  have  a  one 
year  term,  and  are  renewed  annually.   A  significant 
savings  in  administrative  costs  could  be  realized  if 
these  leases  were  written  for  a  term  of  more  than  one 
year. 
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RECOMMENDATION 

We  recommend  that  the  department  write  stockpile  leases  for 

more  than  one  year  if  possible. 

MAINTENANCE  OF  ROADWAYS 

In  response  to  legislative  interest,  our  field 
\/ork  included  a  survey  of  the  highway  maintenance  and 
section  house  activities  of  the  department.  As  part  of 
the  survey,  we  interviewed  division  and  section  house 
personnel  regarding  equipment  parts  inventories  at  the 
section  houses  and  maintenance  schedules  for  the  high- 
ways. We  also  observed  road  maintenance  as  part  of  our 
field  work. 

We  found  nothing  to  support  questions  of  unreason- 
able variations  between  divisions  in  the  level  of 
highway  maintenance  activities.   We  also  found  nothing 
to  indicate  that  repair  parts  were  inequitably  dis- 
tributed between  section  houses.   Department  employees 
raised  some  questions  as  to  the  efficiency  of  trans- 
porting equipment  from  section  houses  to  division 
headquarters  for  major  repair.   Consideration  of  this 
problem  would  involve  reviewing  maintenance  of  section 
house  inventories  and  mechanics '  and  drivers '  nonpro- 
ductive time  at  division  headquarters,  etc.   There  was 
insufficient  indication  of  a  problem  to  warrant  further 
study. 
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PRIOR  REPORT  RECOMMENDATIONS 

The  previous  audit  of  the  department,  for  fiscal 
years  1974-75  and  1975-76,  was  conducted  by  a  CPA  firm 
under  contract  with  the  Office  of  the  Legislative 
Auditor.  Their  report  contained  20  recommendations 
still  applicable  to  the  department's  operations.  The 
department  concurred  with  18  of  the  recommendations. 
They  have  implemented  or  partially  implemented  16  of 
the  recommendations . 

Various  sections  of  this  report  include  discussion 
of  those  recommendations  which  the  department  has  not 
implemented,  or  for  which  the  department  has  not  taken 
adequate  corrective  action. 
INTERNAL  CONTROL 

As  part  of  our  examination,  we  made  a  study  and 
evaluation  of  the  department's  system  of  internal 
accounting  control  to  establish  a  basis  for  reliance 
thereon  in  determining  the  nature,  timing,  and  extent 
of  other  auditing  procedures  necessary  for  expressing 
an  opinion  on  the  financial  statements  and  to  assist  in 
planning  and  performing  our  examination  of  the  finan- 
cial statements. 

The  objective  of  internal  accounting  control  is  to 
provide  reasonable,  but  not  absolute,  assurance  as  to 
the  safeguarding  of  assets  against  loss  from  unau- 
thorized use  or  disposition,  and  the  reliability  of 
financial  records  for  preparing  financial  statements 
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and  maintaining  accountability  for  assets.  The  concept 
of  reasonable  assurance  recognizes  that  the  cost  of  a 
system  of  internal  accounting  control  should  not  exceed 
the  benefits  derived  and  also  recognizes  that  the 
evaluation  of  these  factors  necessarily  requires  esti- 
mates and  judgments  by  management. 

Our  examination  would  not  necessarily  disclose  all 
weaknesses  in  the  system  of  internal  accounting  control 
because  it  was  based  upon  selective  tests  of  accounting 
records  and  related  data.   Our  tests  did  not  disclose 
any  material  weaknesses  in  internal  control;  however, 
our  study  and  evaluation  disclosed  the  weaknesses 
listed  below. 

— The  receiving  function  is  not  segregated  from 
inventory  control,  and  receiving  reports  are  not 
prepared. 

— Payroll  cover  sheets  and  individual  time  sheets 
are  not  always  approved  by  a  supervisor. 

--The  requisition  forms  used  by  the  department  are 
not  prenumbered;  there  is  no  duplicate  copy  of  the 
form  available.   In  order  to  provide  controls 
against  alteration  of  approved  requisitions  and 
accountability  for  all  forms  issued  the  forms 
should  be  prenumbered  and  prepared  in  duplicate. 
One  copy  should  be  sent  to  the  Accounting  Bureau 
and  one  copy  retained  by  the  stockman. 

— The  department  does  not  have  adequate  procedures 
to  ensure  that  all  activity  for  each  piece  of 
equipment  is  reported  each  month.  We  noted  that 
equipment  usage  during  March  and  April  1975  was 
not  recorded  until  December  1976.  We  also  noted 
that  an  activity  ticket  is  not  prepared  for  each 
piece  of  equipment  each  month. 

--The  department's  procedures  manual  does  not  re- 
quire that  equipment  usage  documents  be  reviewed 
and  approved  by  a  supervisor  at  the  division  level 
before  being  processed  by  accounting. 
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■-Certain  warrants  prepared  by  the  State  Auditor's 
Office  are  returned  to  the  GVW  office  which  mails 
them  to  the  counties  for  quarterly  payments  of 
various  collections.   All  warrants  should  be 
mailed  directly  from  the  State  Auditor's  Office  to 
ensure  adequate  control  and  prompt  payment.   GVW 
has  the  checks  returned  so  that  they  can  attach 
letters  which  detail  the  various  collections 
included  in  the  payment.   The  State  Auditor  can 
also  provide  this  service. 


RECOMMENDATION 

We  recommend  that  the   department  implement  procedures   to 

correct  these  internal  control  weaknesses. 


92 


^ 


AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 


STATE  OF  MONTANA 

(§iixct  of  tl|e  Xegtslattrre  JVubttor 


STATE  CAPITOL 

HELENA,  MONTANA  59601 

406/449-3122 


MORRIS  L   BRUSETT  CP  A 

LEGISLATIVE    AUDITOR 


ELLEN  FEAVER,  CP  A 
DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  financial  statements  of  the 
various  funds  and  account  groups  of  the  Department  of 
Highways  for  the  fiscal  years  ended  June  30,  1977  and 
June  30,  1978  listed  in  the  table  of  contents  of  this 
report.   Except  as  explained  in  paragraph  two  our 
examination  was  made  in  accordance  with  generally 
accepted  auditing  standards  and,  accordingly,  included 
such  tests  of  the  accounting  records  and  such  other 
auditing  procedures  as  we  considered  necessary  in  the 
circumstances . 

The  accompanying  Statements  of  Revenue  and  Income 
Compared  to  Estimates  of  the  Highway  Earmarked  Revenue 
Fund  report  gross  vehicle  weight  tax  receipts  for 
fiscal  years  1976-77  and  1977-78  of  $14,004,360  and 
$17,131,764,  respectively.   Included  in  these  amounts 
are  county  collections  of  $8,467,971  and  $8,868,521. 
As  discussed  on  page  65  of  this  report,  the  procedures 
for  collecting  and  reporting  GVW  receipts  by  the 
counties  are  not  adequate.   Because  of  this,  we  were 
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unable  to  satisfy  ourselves  as  to  the  reasonableness  of 
these  amounts . 

At  June  30,  1978  the  department's  balance  sheet 
reports  loans  receivable  in  the  Highway  Earmarked 
Revenue  Fund  from  the  Federal  and  Private  Revenue  Fund 
of  $15.2  million.   An  indeterminable  material  portion 
of  this  amount  is  neither  a  valid  receivable  nor  a 
payable  respectively.   This  portion  represents  the 
Earmarked  Revenue  Fund's  share  of  construction  costs 
which  the  department  erroneously  records  as  an  expense 
in  the  Federal  and  Private  Revenue  Fund. 

The  department  recognizes  the  portion  of  construc- 
tion costs  subject  to  federal  reimbursement  as  revenue 
when  the  cash  is  received.   Under  the  modified  accrual 
basis  of  accounting,  revenue  from  another  governmental 
entity  should  be  recognized  when  an  item  is  billable 
and  there  is  evidence  of  a  valid  receivable.   The 
department's  failure  to  accrue  this  revenue  violates 
generally  accepted  accounting  principles  and  under- 
states fiscal  year  1975-77  revenue  in  the  Federal  and 
Private  Revenue  Fund  by  $3,522,257. 

Fiscal  year  1976-77  depreciation  on  equipment 
bureau  assets  was  accelerated  to  absorb  a  profit  recog- 
nized by  the  bureau.   This  was  inconsistent  with  the 
depreciation  method  applied  in  fiscal  years  1975-76  and 
1977-78.   The  effect  was  a  $743,308  overstatement  of 
fiscal  year  1976-77  depreciation  expense  m  the  Equip- 
ment Bureau  Revolving  Fund. 
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The  balance  sheet  of  the  Federal  and  Private 
Revenue  Fund  reports   federal  aid  receivable  of 
$93,956,271  at  June  30,  1978.   As  discussed  on  page  29 
of  the  accompanying  report,  this  amount  overstates  the 
receivable  by  $88,179,585. 

Because  of  inadequacies  in  the  department's  ac- 
counting records,   the  accompanying  statements  for 
fiscal  years  1976-77  and  1977-78  do  not  include  a 
Statement  of  Expenditures  Compared  With  Appropriations 
required  by  generally  accepted  accounting  principles 
for  the  Highway  Earmarked.  Revenue  Fund,  Federal  and 
Private  Revenue  Fund,  and  Motor  Pool  and  Equipment 
Bureau  Revolving  Funds .   A  Schedule  of  Expenditures 
Compared  with  Appropriations  prepared  from  the  State- 
wide Budgeting  and  Accounting  System  and  a  Schedule  of 
Expenses  prepared  from  the  department's  accounting 
system  are  included  as  supplemental  information.   The 
table  below  illustrates  the  differences  between  the 
Schedule  of  Expenses  and  the  Schedule  of  Expenditures 
Compared  with  Appropriations. 
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Schedule  of 


Schedule 

Expenditures 

of 

Compared  with 

Fiscal  Year  1976-77 

Expenses 

Appropriations 

Difference 

Highway  Earmarked 

Revenue  Fund 

$  27,993,700 

$  49,857,407 

$(21,863 

707) 

Federal  and  Private 

Revenue  Fund 

126,330,248 

106,358,819 

19,971 

429 

Motor  Pool  Revolving 

Funds 

435,745 

522,075 

(86 

330) 

Equipment  Bureau 

Revolving  Funds 

5,972,048 

4,653,700 

1,318 

348 

Fiscal  Year  1977-78 

Highway  Earmarked 

Revenue  Fund 

31,281,165 

56,508,423 

(25,227 

258) 

Federal  and  Private 

Revenue  Fund 

108,334,909 

86,487,181 

21,847 

728 

Motor  Pool  Revolving 

Fund 

451,840 

569,980 

(118 

140) 

Equipment  Bureau 

Revolving  Fund 

6,047,508 

5,608,529 

438 

979 

As  discussed  on  page  5  of  the  accompanying  report, 
the  department  improperly  deposited  $1,800,000  received 
from  the  sale  of  U.S.  Highway  91  (Woodville  Highway) 
and  the  $41,207  of  interest  earned  on  those  moneys,  to 
the  Woodville  Highway  Replacement  account  in  the  Agency 
Fund.   The  proceeds  of  the  sale  should  be  deposited  in 
the  Highway  Earmarked  Revenue  Fund,  and  all  interest 
earned  on  those  moneys  should  revert  to  the  General 
Fund.   As  a  result,  all  Woodville  Highway  Replacement 
Agency  Fund  account  balances  are  overstated  in  their 
entirety  on  the  Balance  Sheet,  Statement  of  Changes  in 
Fund  Balances,  and  Statement  of  Revenue  and  Income 
Compared  to  Estimates  for  the  fiscal  year  ended 
June  30,  1978.    The  related  accounts  in  the  Highway 
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Earmarked  Revenue  Fund  are  understated  by  the  same 
amounts . 

The  department's  procedures  for  recording  accruals 
of  contractor  claims  in  the  Federal  and  Private  Revenue 
Fund  for  fiscal  years  1976-77  and  1977-78  were  not 
consistently  applied.   During  fiscal  year  1977-78,  $7.5 
million,  which  should  have  been  accrued  in  fiscal  year 
1976-77,  was  recorded  as  expenditures.  The  department 
did  not  properly  accrue  $2  million  of  fiscal  year 
1977-78  expenditures.   The  net  effect  was  a  $5.5  mil- 
lion overstatement  of  fiscal  year  1977-78  expenditures 
in  the  Federal  and  Private  Revenue  Fund. 

The  Statements  of  Changes  in  Fund  Balances  for  the 
Highway  Earmarked  Revenue  Fund  contain  direct  entries 
which  should  have  been  made  to  expense  accounts  and 
adjustments  which  should  have  been  made  to  fund  bal- 
ance.  This  procedure  results  in  the  following  over- 
statement (understatement)  of  expenditures  and  fund 
balance. 

Fiscal  Year 

1976-77  1977-78 
Expenditures 

Payroll  Overhead          $132,280  $(212,429) 

Special  Holding  Account    (274,797)  312,071 

Fund  Balance 

Revenue  not  closed 

to  Fund  Balance  (815,480)  (925,753) 

It  is  the  policy  of  the  department  to  record  all 

highway  construction  cost  expenses  in  the  Federal  and 

Private  Revenue  Fund,  even  though  a  portion  of  these 

costs  must  be  paid  from  moneys  in  the  Highway  Earmarked 

97 


Revenue  Fund.   It  was  not  practical  for  us  to  determine 
the  dollar  effect  of  this  policy  on  the  financial 
statements;   however,  we  believe  that  the  misstatements 
are  material  to  the  Schedule  of  Expenses  and  Statements 
of  Changes  in  Fund  Balances  for  the  Highway  Earmarked 
Revenue  Fund  and  the  Federal  and  Private  Revenue  Fund. 

Because  of  the  effects  of  the  item  discussed  in 
paragraph  two,  we  were  not  able  to  perform  certain 
auditing  tests  and  procedures  which  we  deemed  necessary 
in  order  to  express,  and  we  do  not  express,  an  opinion 
on  the  Statements  of  Revenue  and  Income  Compared  to 
Estimates  for  the  Highway  Earmarked  Revenue  Fund  for 
fiscal  years  ended  June  30,  1977  and  June  30,  1978. 

In  our  opinion,  because  of  the  effects  of  the 
matters  discussed  in  paragraphs  three,  four,  five,  six, 
eight,  nine,  ten  and  eleven,  the  statements  listed 
below  do  not  present  fairly,  in  conformity  with  general- 
ly accepted  accounting  principles,  the  financial  posi- 
tion of  such  funds  of  the  Department  of  Highways  as  of 
June  30,  1978  or  the  results  of  its  operations  or 
changes  in  its  fund  balances/retained  earnings  for  the 
fiscal  years  indicated. 

Statement  Name  Fund  Fiscal  Year  Ended 

Balance  Sheet  Highway  Earmarked      June  30,  1978 

Revenue  Fund 

Federal  and  Private    June  30,  1978 
Revenue  Fund 
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Statement  Name 


Fund 


Fiscal  Year  Ended 


Statement  of  Revenue 
and  Expenditures 

Statement  of  Changes 
in  Fund  Balances 
Retained  Earnings 


Statement  of  Revenue 
and  Income  Compared 
to  Estimates 


Woodville  Highway 
Replacement  Agency 
Fund 

Equipment  Bureau 
Revolving  Fund 

Equipment  Bureau 
Revolving  Fund 


Highway  Earmarked 
Revenue  Fund 

Federal  and  Private 
Revenue  Fund 

Woodville  Highway 
Replacement  Agency 
Fund 

Woodville  Highway 
Replacement  Agency 
Fund 


June  30,  1978 

June  30,  1977 
June  30,  1977 


June  30,  1977  and 

June  30,  1978 

June  30,  1977  and 

June  30,  1978 

June  30,  1978 


June  30,  1978 


In  our  opinion,  except  for  the  matters  discussed 
in  paragraph  four,  the  Statement  of  Revenue  and  Income 
Compared  to  Estimates  for  the  Federal  and  Private 
Revenue  Fund  for  the  fiscal  year  ended  June  30,  1977, 
presents  fairly  the  results  of  the  operations  of  such 
funds  of  the  Department  of  Highways  for  the  fiscal  year 
indicated,  in  conformity  with  generally  accepted  ac- 
counting principles  applied  on  a  consistent  basis. 

In  our  opinion,  the  statements  listed  below  pre- 
sent fairly  the  financial  position  of  such  finds  of  the 
Department  of  Highways  as  of  June  30,  1978  and  the 
results  of  its  operations  and  changes  in  its  fund 
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balances/retained    earnings    for    the    fiscal    years    indi- 
cated   below     in     conformity    with     generally     accepted 
accounting  principles  applied  on  a  consistent  basis. 


Statement  Name 


Balance  Sheet 


Statement  of  Revenue 
and  Income  Compared 
to  Estimates 


Statement   of  Revenue 
and  Expenditures 


Statement   of  Changes 
in  Fund  Balances/ 
Retained   Earnings 


Fund 

Coal  Area  Earmarked 
Revenue  Fund 

Outdoor  Advertising 
Sign  Control  - 
Federal  and  Private 
Grant  Clearance 
Fund 

Motor  Pool  Revolv- 
ing Fund 

Equipment  Bureau 
Revolving  Fund 

Highway  Commission 
Agency  Fund 

Coal  Area  Earmarked 
Revenue  Fund 


Motor  Pool  Revolv- 
ing Fund 

Equipment  Bureau 
Revolving  Fund 

Federal  and  Private 
Revenue  Fund 

Motor  Pool  Revolving 
Fund 

Equipment  Bureau 
Revolving  Fund 

Coal  Area  Earmarked 
Revenue  Fund 


Fiscal  Year  Ended 
June  30,  1978 

June  30,  1978 


June  30,  1978 
June  30,  1978 
June  30,  1978 


June  30,  1977  and 
June  30,  1978 


June  30,  1977  and 

June  30,  1978 

June  30,  1977  and 

June  30,  1978 

June  30,  1978 


June  30,  1977  and 
June  30,  1978 

June  30,  1978 


June  30,  1977  and 
June  30,  1978 


100 


Statement  Name 


Fund 


Fiscal   Year  Ended 


Motor   Pool   Revolving       June   30,    1977   and 
Fund 


June   30,    1978 
June   30,    1978 


June   30,  1977   and 

June   30,  1978 

June   30,  1977   and 

June   30,  1978 

June   30,  1977   and 

June   30,  1978 


Equipment  Bureau 
Revolving  Fund 

Statement   of   Cash  Highway   Commission 

Receipts    and  Disburse-      Agency  Fund 
ments 

Retirees'    Health 
Insurance   Fund 

Outdoor  Advertising 
Sign   Control    - 
Federal   and  Private 
Grant   Clearance 
Fund 


In    our    opinion    the     Statement    of    General     Fixed 
Assets    for   the    fiscal   year  ended  June   30,    1978  presents 
fairly  the  balance   of  general    fixed  assets   owned  by  the 
department    at    that    date    in    conformity   with   generally 
accepted    accounting    principles    which,     except    for    the 
change,    with  which  we   concur,    in  the  method  of  account- 
ing   for    fixed    assets    as    described    in    Note   13    to    the 
financial    statements    have   been  applied  on  a   consistent 
basis . 

The    accompanying    Schedules    of    Expenditures    Com- 
pared with  Appropriations   and   Schedules   of  Expenses   are 
presented     as     supplemental     information.       We     prepared 
these   schedules    from   SBAS    and   the   department's    account- 
ing   records    and    subjected    them    to    the    tests    and  other 
auditing   procedures    applied    in    our    examination    of    the 
financial    statements.      Because    of    the    effects    of    the 
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items  discussed  in  paragraphs  five,  seven,  nine  and 
eleven,  these  schedules  are  not  fairly  stated  in  all 
material  respects  in  relation  to  the  financial  state- 
ments taken  as  a  whole. 

The  column  on  the  accompanying  Balance  Sheets  and 
Statements  of  Revenue  and  Income  Compared  to  Estimates 
captioned  "Total  (Memorandum  Only)"  is  not  necessary 
for  a  fair  presentation  of  the  financial  statements, 
but  is  presented  as  additional  analytical  data.   The 
supplemental  information  has  been  subjected  to  the 
tests  and  other  auditing  procedures  applied  in  the 
examination  of  the  financial  statements  above,  and  in 
our  opinion,  except  for  those  matters  noted  in  the 
preceding  paragraphs,  is  fairly  stated  in  all  material 
respects  in  relation  to  the  financial  statements  taken 
as  a  whole . 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 

June  29,  1979 


102 


FINANCIAL  STATEMENTS 


DEPARTMENT  OF  HIGHWAYS 
COMBINED  BALANCE  SHEET 
ALL  FUNDS 
JUNE  30,  1978 


Earaarked  Revenue  Fund 
Highway     Coal  Area 

Earmarked  Earmarked 
Revenue      Revenue 


Federal 
aad  Private 


Outdoor 
Advertising 
Sign  Control 

Federal 
Private  Grant 


Revenue  Fund    Clearance  Fund 


Assets 

Current  Assets 

Cash  in  Treasury 

Petty  Cash 

Accounts  Receivable 

Allowance  for  Doubtful 
Accounts 

Federal  Aid  Receivable 

Interentity  Loans 
Receivable 

Short-tenn  Investment  Pool  (1828  Units) 

Inventories 

Gravel  Production 

Travel  Advances 

Held  by  Architecture  and  Engineering 
Fixed  Assets 

Office  Furniture  &  Fixtures 

Major  Road  Equipment 

Land  &  Buildings 

Shop  Tools  &  Equipment 

Allowance  for  Depreciation 
Deferred  Charges 

Authorized  Work  in  Progress 

Unreimbursed  Costs  for  Construction 
Work  in  Disaster  Areas 
Total  Assets 


$27,008,592 

6,850 

809,536 

(7,500) 


6,130,375 
1,199,250 


15.520 


186,827 


$4,018,301    $     7.817,968 


93,956,270 


$588 


$51,141.217   $9,168,301    $101,774,238 


$588 


Liabilities,  Reserves^  Retained 
Earnings  and  Fund  Balance 
Liabilities 

Claims  Payable 
Interentity  Loans  Payable 
Contractors  Gross 

Receipt  Fees  Payable 
GVW  Income  Holding  Account 
Reserves 
Fund  Balance 
Retained  Earnings 
Investment  in  General 

Fixed  Assets 
Capital  Contributed  by  Federal 

Government 
Total  Liabilities, 
Reserves  Retained  Earnings 
and  Fund  Balance 


192,643 
39,458,357   $9,168,301 


2,785,387 


$  614,833 

15,259,479 


85,899,926 


$588 


$51,141,217        $9,168,301  $101.774,238 


$588 
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Revolv 

Lag  Fund 

Agency 

Fund 

General 
Fixed  Asset 

Group 
of  Accounts 

(f 

Total 

Motor 
Pool 

Equipment 
Bureau 

Woodville 
Highways 

Highway 
Agency 

lemorandum 
Only) 

$   186,609 
60,035 

$  1,143,850 
13,493 

$      777 

$480,579 
340 

$ 

40,657,264 

6,850 

883,404 

(7,500) 
93,956,270 

4,388 

726,198 

1,840,430 

20,923,578 

1,840,430 

6,860,961 

1,199,250 

18,189 

15,520 

8,555 
886,773 
219,858 

(365,435) 

6,175 
18,115,905 

308,771 
(8,793,243) 

39,835 

$  2,246,671 

14,163,111 
3,063,852 

249,520 

I 

2,261,401 
19,002,678 
14,382,969 

3,372,623 
(9,158,678) 

289,355 

186,827 

$1,000,783 

$11,560,984 

$1,841,207 

$480,919 

$19,723,154 

196,691,391 

$   16,120      $   244,993  $442,169  $  10,022,825 

114,099         400,000  15,773,578 

708 

38,750  38,750 

86,092,569 

$1,841,207  50,467,865 

870,564       10,915,991  11,786,555 

$19,723,154       19,723,154 

2,785,387 


$1,000,783  $11,560,984  $1,841,207  $480,919  $19,723,154  $196,691,391 


104 


DEPARTMENT  OF  HIGHWAYS 

STATEHEHT  OF  REVEMUE  AND  INCOME  COMPARED  TO  ESTIMATES 

ALL  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30,  1977 


Eamarked  Revepue  Funds 


Motor  Fuel 
Tax  Receipts 

Federal  Aid  Receipts 

Gross  Vehicle  Weight 
Tax  Receipts 

U.  S.  Mineral 
Royalties 

Coal  Tax  Receipts 

Vehicle  Revenue 

Miscellaneous 

Total 


Highway 

Earmarked  Revenue 

Estimated      Actual 


$42,400,000  $43,946,685 

12,000,000   14,004,360 
2,250,000    3,634,904 


1,200,000 


882,160 


Coal  Area 

Earmarked  Revepue 

Estimated    Actual 


Federal  and 
Private  Revenue  Fund 


$99,683,860  $98,039,770 


$3,840,000  $3,590,606 


200,000     219,084 


$57,850,000  $62,468,109   $3,840,000  $3,590,606  $99,883,860  $98,258,854 
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Revolving  Funds 


Motor  Equipment  Total 

Pool  Bureau (Memorandum  Only) 


Estimated   Actual 
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$42,400,000  $43,946,685 

99,683,860  98,039,770 

12,000,000  14,004,360 

2,250,000  3,634,904 

3,840,000  3,590,606 

$500,000   $459,267      $5,000,000   $4,874,967          5,500,000  5,334,234 

10,000   150,000      11,540          1,560,000  1,112,784 

$510,000   $459,267      $5,150,000  $4.886,507        $167,233,860  $169,663,343 


DEPARTMENT  OF  HIGHWAYS 

STATEMENT  OF  REVENUE  AND  INCOME  COMPARED  TO  ESTIMATES 

ALL  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30,  1978 


Earmarked  Reveoue  Fund 


Highway 
Earmarked  Revenue 


Motor  Fuel 
Tax  Receipts 

Federal  Aid 
Receipts 

Gross  Vehicle  Weight 
Tax  Receipts 

U.  S.  Mineral 
Royalties 

Coal  Tax  Receipts 

Vehicle  Revenue 

Woodville  Highway 
Replacement  Revenue 

Miscellaneous 

Tot^l 


$45,265,084  $46,947,804 


14,000,000 
2,500,000 


17,131,764 
2,655,848 


Coal  Area 
Earmarked  Revenue 


Federal  and 
Private  Revenue  Fund 
Estimated     Actual 


$87,312,556  $87,179,226 


$3,839,144  $3,374,514 


1,106,617 


200,000      166,115 

$62,665,084  $67,842,033  $3,839,144  $3,374,514  $87,512,556  $87,345,341 
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Revolving  Funds 

Agency  Fund 

Motor 
Pool 

Equipment 
Bureau 

Woodville  Highway 
Replacement 

Total 
(Memorandum  Only) 

Estimated 

Actual    Estimated    Actual 

Estimated   Actual 

Estimated      Actual 

$  45,265,084  $  46,947,804 

87,312,556  87,179,226 

14,000,000  17,131,764 

2,500,000  2,655,848 

3,839,144  3,374,514 

$608,700        $452,951      $5,351,000      $5,772,837                                                                5,959,700  6,225,788 

$1,800,000  1,800,000 

20,000        200,000               10,308          41,207               1,320,000  1,324,247 


$628,700        $452,951      $5,551,000      $5,783,145  $-0-  $1,841,207        $160,196,484     $166.639,191 
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DEPARTMENT  OF  HIGHWAYS 

RE'VOLVING  FUNDS 

STATEMENT  OF  REVENUES  AND  EXPENSES 

FISCAL  YEAR  ENDED  JUNE  30," 1977 

Motor  Pool     Equipment  Bureau 


Revenues : 
Billings  to  Other  Highway  Department 

Operations  and  Other  State  Departments 
Handling  Charges 
Miscellaneous 
Total  Revenue 

Expenses : 
Direct  Expense 
Indirect  Expense 

Depreciation  -  Vehicles  and  Equipment 
Inventory  Adjustment 
Damaged  Equipment  Expense 
Equipment  Transfer  Expense 
Equipment  Repair  Expense 
Total  Expenses 

Excess  (Deficiency)  of  Revenues 
over  Expenses 


$459,267 

$4,874,967 

4,613 

6,927 

459,267 

4,886,507 

231,299 

3,302,706 

87,061 

1,067,431 

116,475 

1,554,582 

(23,759) 

061 

5,325 

249 

27,666 

14,338 

435,745 

5,948,289 

$  23,522 

$1,061,782 
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DKI'ARTMKNT   nK    HIGHWAYS 

HI'iVol.VINC.    I'liNlJS 

STATKMKNT  OK  KKVKNUKS  AND  KXI'KNSKS 

FISCAL  YEAK  ENDED  JUNE  30,"  1978 


Motor  Pool     Equipment  Bureau 

Reveiuif's  : 
Billings  to  Other  Highway  Department 

Operations  and  Other  State  Departments 
Handling  Charges 
Mi  seel  J  aneoiis 

Total  Revenues 

Expense's  : 
Di  red  Expense 
Indirect  Expense 

Depreciation  -  Vehicles  an<l  Equipment 
Iventory  Adjustment 
Damaged  Equipment  Expense 
Equipment  Transfer  Expense 
Equipment  Repair  Expeiise 
Total  Expenses 

Excess  (Deficiency)  of  Revenues 
over  Expenses  $   1,111         $  (324,602) 


$452,951 

$5 

772,837 
2,972 

^ 

7,336 

452,951 

783,145 

256,212 

4 

078,386 

89,114 

1 

117,476 

104,586 

801,809 
60,239 

1,027 

10,203 

901 

26,932 
12,702 

451,840 

_6_ 

,107,747 
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DEPARTMENT  OF  HIGHWAYS 

STATEMENT  OF  CASH  RECEIPTS  AND  DISBURSEMENTS 

TRUST  AND  AGENCY  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30,  1977 


Outdoor 
Highway     Retirees'     Advertising 
Agency       Health         Sign 
Account     Insurance      Control 

Equity  in  State  Treasurer's  Funds, 
July  1,  1976  $  622,911     $   4,493      $-0- 

Receipts 
Gross  Vehicle  Weight  Fees,  Combine 
Permits,  Custom  Combine  Vehicle 

Permits,  and  Advalorem  Taxes  6,411,990 

Retiree  Remittances  99,847 

Outdoor  Advertising  Sign  Permits        4,080 

Total  Funds  Available  7,034,901      104,340       4,080 

Disbursements: 
Distributions  to  Montana  Counties 
and  State  Departments  Arising 
from: 

Gross  Vehicle  Weight  Fees 

Combine  Permits 

Custom  Combine  Vehicle  Permits 

Advalorem  Taxes 

License  Plate  Charge 
Health  Insurance  Premiums 
Adjustment 
Distribution  to  Earmarked  Revenue 

Account 

Total  Disbursements 

Equity  in  State  Treasurer's  Funds 
June  30,  1977 


92,508 

45,185 

67,285 

1,983,857 

14,906 

98,239 
51 

3,740,756 

4,080 

5,944,497 

98,290 

4,080 

$1,090,404 

$  6,050 

$-0- 
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DEPARTMENT  OF  HIGHWAYS 

STATEMENT  OF  CASH  RECEIPTS  AND  DISBURSEMENTS 

TRUST  AND  AGENCY  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30,  1978 


Highway 

Agency 

Account 


Outdoor 
Retirees'    Advertising 
Health        Sign 
Insurance     Control 


Equity  in  State  Treasurer's  Funds, 
July  1,  1977 


$1,090,404 


$6,050 


$-0- 


Receipts 
Gross  Vehicle  Weight  Fees,  Combine 
Permits,  Custom  Combine  Vehicle 
Permits,  and  Advalorem  Taxes 
Retiree  Remittances 
Outdoor  Advertising  Sign  Permits 
Total  Funds  Available 

Disbursements : 
Distributions  to  Montana  Counties 
and  State  Departments  Arising 
from: 

Gross  Vehicle  Weight  Fees 

Combine  Permits 

Custom  Combine  Vehicle  Permits 

Advalorem  Taxes 

License  Plate  Charge 
Health  Insurance  Premiums 
Distribution  to  Earmarked  Revenue 

Account 

Total  Disbursements 

Equity  in  State  Treasurer's  Funds 
June  30,  1978 


7,345,333 


8,435,737 


3,684 
9,734 


107,718 

48,600 

39,200 

2,069,193 

19,671 

9,734 

5,670,776 

7,955,158 

9,734 

$  480,579 

$-0- 

3,125 
3,125 


3,125 
3,125 


$-0- 
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DEPARTMENT  OF  HIGHWAYS 

STATEMENT  OF  CHANGES  IN  FUVD  BALANCES/RETAINED  EARNINGS 

ALL  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30,  1977 


Balance,  June  30,  1976 
Adjustment  for  City  and 

County  Funds  (see  footnote) 
Adjustment  Balance 

Additions : 
Revenue  and  Income 
Transfers  from  Highway 

Earmarked  Revenue  Account 
Increase  in  Federal  Aid 

Receivables 
Capital  donated  by  federal 

government 
Payroll  Overhead 
Prior  Year  Expenditure 

Adjustment 
Construction  Cost  Not  Closed 
Balance  and  Additions 

Deductions: 
Expenditures 
Appropriated  to  Other 

Agencies 
Transfer  to  Federal  and 

Private  Revenue  Fund 
Transfer  to  Equipment  Bureau 
Special  Holding  Account 
Project  Costs  Closed 
Prior  Year  Expenditure 

Adjustment 
Revenue  Not  Closed  to 

Fund  Balance 
Total  Deductions 

Balance,  June  30,  1977 


Earmarked  Revenue  Funds 

Federal  and 

Highway 
Earmarked 

Coal  Area 
Earmarked 

Private 
Revenue 

Revolv 

ng  Funds 

Motor 

Equipment 

Revenue 

Revenue 

Fund 

Pool 

Bureau 

$ 

47,803,505 

1,541,584 
49,345,089 

$2,203,181 

$      -0- 

$  845,931 

$  9,324,394 

62,468,109 

3,590,606 

98,258,854 
12,928,755 
15,142,639 

459,267 

4,886,507 
1,088,815 

145,391 
132,280 


848,258 


28,025,650 

10,195,182 

12,928,755 

1,088,815 

274,797 

908,285 

272,807 

815,407 
54,509,698 


112,939,127    5,793,787    126,330,248 


126,330,248 


471 


1,305,198    15,300,187 
435,745     5,948,289 


126.330,248 


$5,793,787   $_ 


435 , 745     5,948,289 
$  869,453   $  9,351,898 
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DEPARTMENT  OF  HIGHWAYS 

STATEMENT  OF  CHANGES  IN  FUND  BALANCES/RETAINED  EARNINGS 

AI.L  FUNDS 

FISCAL  YEAK  ENDED  JUNE  30,  1978 


EdrTDarked  Revenue  Funds 


Highway 

Earmarked 

Revenue 


Balance, 

June  30,  1977 

$  58 

429 

429 

AddiLions: 

Revenue  and 

Income 

67 

842 

033 

Transfer  from 

Highway  Earmarked 

Revenue  Account 

Prior  Year  Expenditu 

re 

Adjustment 

Special  Holding 

Accounts 

312 

071 

Increase  in  Federal 

Aid  Receivables 

Capital  donated  by 

federal  governinent 

10 

405 

Construction  Costs 

Not  Closed 

301 

561 

Balance  i  Additions 

126 

895 

,499 

Deductions: 

Expenditures: 

31 

388 

237 

Appropriated  to 

Other  Agencies 

10 

,894 

89/ 

Transfer  to  Federal  & 
Private  Revenue  Fund  20,562,821 

Transfer  to  Equip- 
ment Bureau  1,765,759 

Fixed  Assets  Trans- 
ferred to  General 
Fixed  Assets  Group 
of  Accounts  18,413,351 

Payroll  Overhead  212,429 

Prior  Year  Expendi- 
ture Adjustment         179,237 

Project  Costs  Closed      309,271 

Revenue  Not  Closed 
to  Fund  Balance         925,753 
Total  Deductions        84,651,755 

$  42,243,744 


Balance, 
June  30,  1978 


Coal  Area 
Earmarked 
Revenue 


$5,793,787 


3,374,514 


Federal  and 

Private 

Revenue 

Fund 


Revolving  Funds 


Motor 
Pool 


Equipment 
Bureau 


-0-    $  869,453   $  9,351,8 


Agency  Fund 

Woodville 

Highway 

Replacement 


-0- 


87,345,341     452,951     5,783,145    1,841,207 

20,562,821  1,765,759 

122,936 


9,168,301    108,334,909   1,322,404    17,023,738    1,841,207 
108,334,909     451,840     6,107,747 


108,334,909     451,840     6,107,747 


$9,168,301   J -0-    $  870,564   $10,915,991   $1,841,207 
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DEPARTMENT  OF  HIGHWAYS 

STATEMENT  OF  GENERAL  FIXED  ASSETS 

JUNE  30,  1978 


General  Fixed  Assets 

Furniture  and  Fixtures: 

Office  Furniture  and  Fixtures 

Equipment: 

Laboratory  Equipment 

Photographic  Equipment 

Engineering  Equipment 

F.M.  Radio  Equipment 

Minor  Maintenance  Field  Equipment 

Airplanes 

Land  and  Buildings: 

Highway  Buildings  and  Land 
Motor  Fuel  Storage  Facilities 
Road  Oil  Storage  Facilities 
Radio  Sites  and  Buildings 
Land  Held  for  Temporary  Ownership 
Roadside  Rest  Areas 

Deferred  Charge: 

Authorized  Work  in  Progress 
Total  General  Fixed  Assets 


741,921 
421,203 
674,807 
541,744 
196,317 
487,860 


10,193,413 

276,635 

469,672 

77,464 

614,250 

2,531,677 


$  2,246,671 


3,063,852 


14,163,111 


249,520 
$19.723.154 


Investment  in  General  Fixed  Assets  From: 

Highway  Earmarked  Revenue 

Account 
Donated  by  Federal  Government 
Total  Investment  in 
General  Fixed  Assets 


$19,714,056 
9,098 

$19.723.154 
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DEPARTMtiNT  OF  HIGHWAYS 
NOTES  TO  THE  FINANCIAL  STATEMENTS 
FISCAL  YEARS  ENDED  JUNE  30,  1977  AND  1978 
1.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared 
from  agency  general  ledgers  maintained  by  the  Depart- 
ment of  Highways,   not  the  Statewide  Budgeting  and 
Accounting  System.   These  agency  general  ledgers  are 
the  primary  accounting  records  for  the  department. 
Operations  of  the  department  are  accounted  for  in  the 
funds  described  below. 

Eax'marked  Revenue  Fund  -  Accounts  for  the  current  and 
routine  operations  of  the  department. 

Federal  and  Private  Revenue  Fund   -   Accounts   for 
receipts  and  expenditures  of  federal  and  state  monies 
designated  for  highway  construction  projects. 

Motor  Pool  Revolving  Fund   -   An   intragovernmental 
service  fund  to  account  for  the  financial  activities  of 
the  Motor  Pool.   The  Motor  Pool  operates  a  fleet  of 
passenger-type  vehicles  available  for  rental  by  the 
department  and  the  other  state  agencies  based  in  Hel- 
ena . 

Equipment  Bureau  Revolving  Fund   -   An   intragovern- 
mental service  fund  to  account  for  the  financial  activ- 
ities of  the  Equipment  Bureau.   The  bureau  is  responsi- 
ble for  purchasing  and  maintaining  equipment  and  ve- 
hicles used  by  the  department's  other  divisions. 
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Coal  Area  Earmarked  Revenue  Fund   -   An   Earmarked 
Revenue  Fund  to  account  for  the  receipt  and  expenditure 
of  coal  taxes  allocated  for  the  improvement  of  defi- 
cient highway  sections  m  the  eastern  Montana  coal 
field  economic  growth  center. 

Outdoor  Advertising  Sign  Control  -  Federal  and 
Private  Grant  Clearance  Fund  -  To  account  for  fees 
received  from  the  sale  of  outdoor  sign  permits.   The 
fees  are  transferred  to  the  Earmarked  Revenue  Fund. 

Highway  Agency  Fund  -  To  hold  fees  collected  for 
gross  vehicle  weight  permits  and  licenses  for  later 
distribution  to  the  appropriate  counties  and  state 
agency  funds . 

Highway  Department  Service  Revolving  Fund  -  This  fund 
was  used  m  fiscal  year  1976-77  only  to  budget  and 
account  for  certain  maintenance  costs . 

Highway  Commission  Retirees'  Health  Insurance 
Revolving  Fund  -  To  account  for  payments  made  by 
retirees  for  group  health  insurance  coverage.   Retirees 
make  monthly  premium  payments  to  the  department  which 
forwards  them  to  insurance  carriers  as  they  become  due. 
No  state  contribution  is  made.   This  account  was  closed 
m  fiscal  year  1976-77. 

Woodville  Highway  Replacement  Agency  Fund  -  To  ac- 
count for  the  proceeds  and  interest  earned  on  the  sale 
of  a  section  of  highway  to  the  Anaconda  Company.   The 
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department  is  holding  these  funds  m  trust  with  the 
intent  that  they  be  used  to  improve  Butte-Silver  Bow 
area  roadways . 

Basis  of  Accounting  -  The  Department  of  Highways 
utilizes  the  modified  accrual  basis  of  accounting  for 
the  Earmarked  Revenue  Fund,  the  Federal  and  Private 
Revenue  Fund,  and  the  Federal  and  Private  Grant  Clear- 
ance Fund.   Modified  accrual  is  defined  as  that  method 
of  accounting  in  which  expenditures  are  recorded  on  the 
basis  of  valid  obligations  and  revenues  are,  with 
limited  exceptions,  recorded  when  received  m  cash. 

The  department  utilizes  the  accrual  basis  of 
accounting  for  the  Agency  Fund,  the  Revolving  Fund,  and 
the  Intragovernmental  Service  Fund. 

Inventories  -  Inventory  is  priced  at  average  cost. 
The  cost  of  such  inventory  is  expensed  when  the  item  is 
used. 

General  Fixed  Assets  -  The  department  established  a 
General  Fixed  Asset  Group  of  Accounts  as  of  July  1, 
1977.   This  group  of  accounts  was  established  to  ac- 
count for  all  property,  plant,  and  equipment  previously 
accounted  for  m  the  Earmarked  Revenue  Fund. 

Vacation  and  Sick  Pay  -  Annual  leave  and  sick  leave 
costs  are  not  recorded  as  expenditures  until  leave  is 
taken.   State  lav/  permits  permanent  employees  to  accumu- 
laLe  and  carryover  to  a  new  calendar  year  a  maximum  of 
two  times  their  annual  accumulation  of  vacation.   Upon 
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termination,   qualifying  permanent  employees  having 
unused  accumulated  vacation  and  sick  leave  receive 
payment  for  vacation  on  a  100  percent  basis  and  sick 
leave  on  a  25  percent  basis.   The  amount  of  the  liabil- 
ity associated  with  unused  accumulated  vacation  and 
sick  leave  at  June  30,  1978  is  maintained  on  an  hourly 
basis  rather  than  by  dollar  amount.   The  monetary 
liability  is  not  calculated  until  an  employee  termi- 
nates . 

Leases  -  The  department  leases  various  office  and 
other  facilities  throughout  the  state.   In  addition, 
tlie  department  enters  into  lease  agreements  for  elec- 
tronic data  processing  equipment.   The  term  of  the 
leases  is  generally  a  year  or  less  and  they  all  contain 
cancellation  clauses.   It  is  expected  that  similar 
lease  agreements  will  be  entered  into  in  future  per- 
iods . 
2.   RETIREMENT  PLAN 

The  department  participates  m  the  Public  Employ- 
ees'  Retirement  System,   a  contributory  plan  which 
covers  all  employees.   The  state  contributes  5.95 
percent  of  an  employee's  gross  wages  and  the  employee 
contributes  6  percent  of  his  gross  wages  to  the  plan. 
The  department  incurred  pension  costs  of  51,526,737 
during  fiscal  year  1976-77  and  $1,773,427  during  fiscal 
year  1977-78. 
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3 .  ACCELERATED  DEPRECIATION 

Fiscal  year  1976-77  depreciation  rate  on  Equipment 
Bureau  assets  was  accelerated  or  adjusted  to  absorb  a 
profit  recognized  by  the  bureau.   This  was  inconsistent 
with  the  depreciation  method  used  m  fiscal  years 
1975-76  and  1977-78,  and  resulted  m  a  $743,308  over- 
statement of  depreciation  expense  for  the  year  1976-77. 

4.  SPECIAL  HOLDING  ACCOUNT 

Costs  for  providing  services  to  the  entire  agency 
(i.e.,  data  processing)  are  accumulated  m  the  special 
holding  account.   The  divisions  are  billed  for  the 
services  at  fixed  rates.   The  reported  balance  is  the 
difference  between  costs  and  amounts  billed.   The 
difference  is  closed  into  surplus,  and  thus  is  included 
on  the  Statement  of  Changes  m  Fund  Balance. 

5.  PAYROLL  OVERHEAD 

Assigned  payroll  overhead  costs  are  accumulated 
and  charged  to  projects  and  other  state  agencies  for 
use  of  department  vehicles  and  equipment.   The  differ- 
ence between  the  assigned  costs  and  actual  costs  in- 
curred IS  closed  into  accumulated  surplus  and  reported 
on  the  Statement  of  Changes  m  Fund  Balance.   The 
account  balance  is  used  as  a  basis  for  modifying  the 
overhead  rate  to  be  charged  the  following  year. 

6.  REVENUE  NOT  CLOSED  TO  FUND  BALANCE 

In  the  Earmarked  Revenue  Fund,  collections  on 
accounts  receivable  are  reported  as  revenue  m  the 
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Accounts  Receivable  Receipts  Account  only.   At  fiscal 
year-end  the  receipt  account  is  closed  into  the  Ac- 
counts Receivable  account  to  arrive  at  a  current  receiv- 
able balance.   Since  the  receipts  are  included  as 
revenue  but  are  not  closed  into  Fund  Balance,  they  must 
be  deducted  on  the  Statement  of  Changes  m  Fund  Bal- 
ance . 

7.  CONSTRUCTION  COSTS  NOT  CLOSED 

In  the  City  and  County  Construction  Fund  which  is 
included  m  the  Highway  Earmarked  Revenue  Fund,  con- 
struction and  maintenance  costs  are  not  closed  to  the 
fund  account  until  the  project  is  completed.   These 
accumulated  costs,  less  the  current  year  expenses  which 
are  reflected  m  the  Statement  of  Expenditures,  must  be 
reflected  on  the  Statement  of  Changes  m  Fund  Balance. 

8.  PROJECT  COSTS  CLOSED 

These  represent  project  costs  which  were  incurred 
m  prior  fiscal  years  and  closed  into  the  fund  balance 
during  the  current  year.   These  costs  relate  to  pro- 
jects closed  during  the  current  fiscal  year. 

9.  INTER-ENTITY  LOANS  RECEIVABLE 

As  reported  on  the  Balance  Sheet,  this  is  the 

total  of  loans  to  other  department  funds. 

Federal  and  Private  Revenue  Fund  $15,259,479 

Equipment  Bureau  Revolving  Fund  400,000 

Motor  Pool  Revolving  Fund  114, 099 

Total  Interdepartment  Inter- 

entity  Loans  Receivable  $15,773,578 
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The  Balance  Sheet  also  reports  a  loan  to  the 
School  Foundation  Program  of  the  Office  of  Public 
Instruction  m  the  amount  of  $5,150,000  from  the  Coal 
Area  Earmarked  Revenue  Fund.   This  loan  has  subsequent- 
ly been  repaid. 

10.  ACCOUNTS  RECEIVABLE 

Federal  Aid  Receivables  represent  the  total  fed- 
eral funds  committed  but  not  yet  received,  on  federal 
construction  projects.   Most  of  the  reported  amount  is 
not  a  valid  receivable  because  the  related  construction 
costs  have  not  been  incurred,  and  are  not  billable. 

The  Accounts  Receivable  balance  of  $875,904  re- 
ported on  the  Balance  Sheet  at  June  30,  1978  includes 
$495,873  of  earned  but  unbilled  receivables. 

11.  UNREIMBURSED  COSTS  FOR  CONSTRUCTION  WORK  IN 
DISASTER  AREAS 

These  are  costs  accounted  for  as  an  asset  on  the 
Balance  Sheet  until  it  is  determined  whether  or  not 
federal  reimbursement  will  be  received  for  them.  If 
such  costs  are  not  reimbursed,  they  are  reported  as  an 
expenditure  of  the  period  m  which  that  determination 
is  made. 

1 2 .  PRIOR  PERIOD  EXPENDITURE  ADJUSTMENTS 

This  accoinit,   as  reported  on  the  Statement  of 
Changes  m  J.'und  Balance,  includes  not  only  adjustments 
toi  prior  period  expenditures  but  also  adjustments  for 
pLior  period  revenue  items. 
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13.   CONSISTENCY 

As  of  July  1,   1977,  the  department  created  a 
General  Fixed  Asset  Group  of  Accounts  to  account  for 
fixed  assets  previously  recorded  m  the  Earmarked 
Revenue  Fund.   As  a  result,  the  accounting  and  report- 
ing of  fixed  assets  for  fiscal  year  1977-78  is  not 
consistent  with  previous  years. 

The  financial  position  of  the  City  and  County 
Construction  Fund  at  June  30,  1978,  and  the  results  of 
its  operations  and  the  changes  m  its  financial  posi- 
tion for  the  fiscal  years  ended  June  30,  1977  and  1978 
are  reflected  in  the  financial  statements  of  the  Ear- 
marked Revenue  Fund.  The  funds  are  combined  for  report- 
ing purposes  because  the  City  and  County  Construction 
Fund  receives  Earmarked  Revenue  Fund  appropriations, 
and  its  expenditures  are  paid  from  Earmarked  Revenue 
Funds.   As  a  result  of  combining  the  funds  for  report- 
ing purposes,  the  beginning  Fund  Balance  on  the  State- 
ment of  Changes  in  Fund  Balances  for  the  Earmarked 
Revenue  Fund  for  the  fiscal  year  ended  June  30,  1977, 
must  be  adjusted  to  reflect  the  City  and  County  Con- 
struction Fund  beginning  Fund  Balance.   The  $1,541,583 
City  and  County  Construction  Fund  beginning  Fund  Bal- 
ance is  comprised  of  $1,443,872  of  cash,  $740,854  of 
estimated  future  receipts  offset  by  a  Reserve  For 
Future  Construction  Costs,   $101,235  of  Construction 
Costs  Incurred,  and  Claims  Payable  of  $3,523. 
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14.  DEPRECIATION 

Vehicles  and  equipment  in  the  Intragovermental 
Service  Fund  are  depreciated  on  a  straight  line  basis 
according  to  the  estimated  normal  life  in  miles  or 
hours.  Depreciation  is  not  expensed  in  other  funds. 

15.  BOND  OBLIGATION 

The  department  occupied  its  new  building  in  1978. 
The  building  is  accounted  for  by  the  Department  of 
Administration  and,  as  a  result,  is  not  included  in  the 
department's   financial  statements.   The  department 
makes  an  annual  payment  from  the  Highway  Earmarked 
Revenue  Fund  to  the  Bond  Sinking  Fund  of  approximately 
$600,000.   The  final  bond  payment  will  be  due  on 
April  1,  1996. 
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DEPARTMENT  OF  HIGHWAYS 

SCHEDULE  OF  EXPENDITURES  COMPARED  WITH  APPROPRIATIONS 

FISCAL  YEAR  ENDED  JUNE  30,  1977 

General 
Operations  Construction   Maintenance 

Highway  Earmarked  Revenue  Fund 

Appropriations  -  prior  years  $  2,168,129 

Appropriations  -  current  year  $4,238,451    13,836,959   $19,699,867 

Budget  Amendments  224,475     7,112,959      692,726 

Total  Available  4,462,926    23,118,047   20,392,593 

Expenditures  -  prior  years  724  257 

Expenditures  -  current  year  4,143,880    20,643,489   20,180,108 

Unexpended  Balance  $   319,046  $   1,750,301   $   212,485 

Coal  Area  Highway  Improvement 
Earmarked  Revenue  Fund 

Appropriations  -  current  year 

Budget  Amendments 

Total  Available 

Expenditures  -  current  year 

Unexpended  Balance  $  5,908,195 


Highway  Trust  Federal  and  Private 

Revenue  Fund 

Appropriations  -  current  year  $1,554,084  $  43,455,187 

Budget  Amendments  36,993  59,317,414 

Total  Available  1,591,077  102,772,601 

Expenditures  -  current  year  1,589,882  99,229,005 

Unexpended  Balance  $    1,195  $   3,543,596 


Motor  Pool  Revolving  Fund 
Appropriations  -  current  year 
Budget  Amendments 
Total  Available 
Expenditures  -  current  year 
Unexpended  Balance 


Highway  Equipment  Revolving  Fund 
Appropriations  -  current  year 
Budget  Amendments 
Total  Available 
Expenditures  -  current  year 
Unexpended  Balance 


All  Funds  (Memorandum  Only) 
Appropriations  -  prior  years 

Appropriations  -  current  year        $5,792,535    61,130,493  $19,699,867 
Budget  Amendments  261,468    68,500,221      692,726 

Total  Available  6,054,003   131,798,843   20,392,593 


Expenditures  -  prior  year 

Expenditures  -  current  year  5,733,762    119,672,494   20,180,108 

Unexpended  Balance  $  320,241   $  11,202,092  $   212,485 
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Travel  State 

Promotion     Preconstruction     Motor   Pool     Equipment 


$650,915 

1,188 

652,103 

651,572 
$  531 


$        27,203 

2,650,673 

331,256 

3,009,132 

2.964,609 
5 44,523 


$1,910,305        $      4,105,637 


1,239,300 

3,149,605 

709,566 

1,273,749 

$1,166,290 


42,316,165 

8,362,604 

54,784,406 

1,433,823 

49,857,407 

$      3,493,176 


$  3,838,347 
2,069,848 
5,908,195 

$     5,908,195 


915 
,188 
103 

572 

$4,256,737 
1,622,233 
5,878,970 
5,539,932 

$  339,038 

$   27,203 
6,907-,410 
1,953,489 
8,888,102 

8,504,541 
$  383,561 

$678,960 
(19,426) 
659,534 
522,075 

$137,459 

$4,983,955 

203,953 

5,187,908 

4,653,700 

$  534,208 

$4,983,955 

203,953 

5,187,908 

4,653,700 
$  534,208 

$1 
1 

910 
239 

305 
300 

$  49,266,008 
60,976,640 
110,242,648 
106,358,819 

$  3,883,829 

$   678,960 

(19,426) 

659,534 

522,075 

$    137,459 

$678,960 
(19,426) 
659,534 

522,075 
$137,459 

$  4,983,955 

203,953 

5,187,908 

4,653,700 

$    534,208 

$650 

1 

$  4,105,637 

101,083,435 

71, 593^,^619 

652 
651 

3 

1 
?1 

149 
709 
,273 
,166 

605 
566 
,749 
290 

176,782,691 

1,433,823 

161,392,001 

$ 

531 

$  13,956,867 
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DEPARTMENT  OF  HIGHWAYS 

SCHEDULE  OF  EXPENDITURES  COMPARED  WITH  APPROPRIATIONS 

FISCAL  YEAR  ENDED  JUNE  30.  1978 


General 
Operations    Construction    Maintenance 

Highway  Earmarked  Revenue  Fund 

Appropriations  -  prior  years  $   2,168,129 

Appropriations  -  current  year  $4,469,360      20,688^401    $22,403,297 

Budget  Amendments  145,861       1,775,120        846,308 

Total  Available  4,615,221      24,631,650     23,249,605 

Expenditures  -  prior  years  1,578,472 

Expenditures  -  current  year  4,397,985      22,623,475     23,219,228 

Unexpended  Balance  $  217,236    $    429,703    $    30,377 

Coal  Area  Highway  Improvement 
Earmarked  Revenue  Fund 

Appropriations  -  prior  years  $  5,908,195 

Appropriations  -  current  years  3,839  144 

Budget  Amendments 

Total  Available  9  747  339 

Expenditure  -  prior  years 

Expenditure  -  current  year 

Unexpended  Balance  g  9  747  339 

Highway  Trust  Federal  and  Private 
Revenue  Fund 

Appropriations  -  current  year 

Budget  Amendments 

Total  Available 

Expenditures  -  current  year 

Unexpended  Balance 

Motor  Pool  Revolving  Fund 
Appropriations  -  current  year 
Budget  Amendments 
Total  Available 
Expenditures  -  current  year 
Unexpended  Balance 

Highway  Equipment  Revolving  Fund 
Appropriations  -  current  year 
Budget  Amendments 
Total  Available 
Expenditures  -  current  year 
Unexpended  Balance 

All  Funds  (Memorandum  Only) 

Appropriations  -  prior  years  $   8,076,324 

Appropriations  -  current  year  $6,014,556      87,049,484    $22,403,297 

Budget  Amendments  202,395      18,002,398        846,308 

Total  Available  6,216,951     113,128,206     23",249,605 

Expenditures  -  prior  years  1,578,472 

Expenditures  -  current  year  5,935,915     100,747,454     23,219,226 

Unexpended  Balance  $  281,036    $  10,802,280    $    30,377 
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Travel 
Promotion 

Preconstruction 

State 
Motor  Pool 

Equipment 

Capital 
Outlay 

All 
Programs 

$634,431 
5j729 

$    27,203 

3,349,023 

l'i5,426 

$1,752,000 

$1,677,005 
550,000 

2,227,005 

707,266 

550j^000 

$"  '969,739 

$  3,872,337 

53,846,512 

2,928,444 

640,160 

636^272 
$3^888 

3,531,652 

3^330^094 
i.  201^58 

1,752,000 

1^751^369 
$ 631 

60,647,293 

2,285,738 

56^508^423 

$   1,853,132 

$     5,908,195 
3,839,144 


9,747,339 


$     9,747,339 


$  5,490,681 
1,535,898 
7,026,579 
6^5,272 

$   201,307 

$628,677 

4,767 

633,444 

569,980 

$  63,464 

$5 

T 
5 

i_ 

$7 

T 

7 

550,133 

69,296 

619,429 

608,529 

10,900 

302,133 

69,296 

371,429 

359,898 
11,531 

$1 

,677 
550 

005 
000 

$ 

69,557,816 
17,819,710 

$ 

$ 
1 

$ 

I 

87,377,526 

86,487,181 

890,345 

$    27,203 

6,839,704 

1,691,324 

10  558,231 

10  155,366 
$   '.02,865 

628,677 

4,767 

633,444 

569,980 

63,464 

$628,677 

4,767 

633,444 

569,980 
$  63,464 

5,550,133 

69,296 

5,619,429 

5,608,529 

10,900 

$634,431 
5j^729 

9,780,532 
133,422,282 
20,822,217 

640,160 
636,272 

2 

,227 
707 
550 
969 

005 
266 
000 
739 

164,025,031 

2,285,738 

149^174^113 

$  3,888 

12,565,180 
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DEPARTMENT  OF  HIGHWAYS 

SCHEDULE  OF  EXPENSES 

ALL  FUNDS 

FISCAL  ^AR  ENDED  JUNE  30.  1977 


General  Administration 

Field  Division  Engineering 
Administration 

Maintenance 

Preliminary  Engineering 

Right  of  Way 

Right  of  Way  Voluntary 
Court  Deposits 

Right  of  Way  Revolving 
Account 

Utility  Relocation 

Construction  Engineering 

Construction 

Planning  and  Research 

Outdoor  Advertising 

GVW  Tax  Collection 

Travel  Promotion 

Incidental  Land 
Bad  Debts 
Equipment  Repairs 
Depreciation--Nonvehicle 

&  Related  Equipment 
Inventory  Adjustment 
Highway  Building  Sinking 

Fund  Expenditures 
Equipment  Bureau 
Motor  Pool 
City  Construction 
County  Construction 
Pension  Trust 
Total 


Highway 
Earmarked 

Federal 

and 
Private 

Revenue 
Fund 

Revenue 
Fund 

2,042,061 

936,280 

19,224,060 

694,068 
750,325 

$  4.430,107 
3,579,182 

313,392 


1,308,450 

659,002 

3,849 

54,013 

38,571 

103,162 
31,950 

939,300 


497,421 

350,836 

78,910 

$28,025.650 


338,646 

441,813 

1,560,280 

9,130,456 

105,387,227 

1,418,048 

44,489 


$126,330,248 
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Revolving  Funds 

Total 

Motor            Equipment 

(Memorandum 

Pool              Bureau 

Only) 

$   2,042,061 

936,280 

19,224,060 

5,124,175 

4,329,507 

338,646 

441,813 

1,560,280 

9,443,848 

105,387,227 

1,418,048 

44,489 

1,308,450 

659,002 

3,849 

54,013 

38,571 

103,162 

(23,759) 

8,191 

939,300 

$5,972,048 

5,972,048 

$435,745 

435,745 

497,421 

350,836 

78,910 

$435,745         $5,948,285 

$160,739,932 
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DEPARTMENT  OF  HIGHWAYS 

SCHEDULE  OF  EXPENSES 

ALL  FUNDS 

FISCAL  YEAR  ENTED  JU>'E  30,  1978 


Highway 

Earmarked 

Revenue 

Fund 


Federal 

and 

Private 

Revenue 

Fund 


t 


General  Administration 
Field  Division  Engineering 

Administration 
Maintenance 

Preliminary  Engineering 
Right  of  Way 
Right  of  Way  Voluntary 

Court  Deposits  (Credit) 
Right  of  Way  Revolving 

Account 
Utility  Relocation 
Construction  Engineering 
Construction 
Planning  and  Research 
Outdoor  Advertising 
GVW  Tax  Collection 
Travel  Promotion 
Incidental  Land 
Bad  Debts 
Equipment  Repairs 
Inventory  Adjustment 
Highway  Building  Sinking 

Fund  Expenditures 
Equipment  Bureau 
Motor  Pool 
City  Construction 
County  Construction 
Pension  Trust 
Fixed  Asset 
Total 


$  2,604,085 

908,225 

21,936,274 

861,425 

826,657 


342,166 


1,517,284 

635,499 

5,253 

7,478 

38,215 

107,072 

550,000 


216,582 
84,979 
98,901 

648,142 
$31,388,237 


5,820,839 
4,697,505 

(336,377) 

288,276 

2,033,389 

9,113,993 

84,881,353 

1,364,971 

470,960 


$108,334,909 
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Revolving  Funds Total 

Motor  Equipment  (Memorandum 

Pool  Bureau  Only) 

$   2,604,085 

908,225 

21,936,274 

6,682,264 

5,524,162 

(336,377) 

288,276 

2,033,389 

9,456,159 

84,881,353 

1,364,971 

470,960 

1,517,284 

635,499 

5,253 

7,478 

38,215 

60,239  167,311 

550,000 

$6,047,508  6,047,508 

$451,840  451,840 

216,582 
84,979 
98,901 

648,142 

$451,840  $6,107,747  $146,282,-^33 
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AGENCY  REPLIES 


STATE  OF  MONTANA 

DEPARTMENT  OF  HIGHWAYS 


■«a*4M&s^ 


iril  I  -»i  I  «••!•  -^^  "' ^-^  ■■If, 


HLLENA,  ^y!or^l■|A^lA  5y60i 


RONALD  (•  RICHAKD5: 


September  12,  1979 


RECEIVED 

MONTANA  LEGISLATIVE  AUDITOR 


Mr.  Morris  L.  Brusett 

Leglislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  596OI 

Dear  Morris: 

Attached  is  the  Department's  responses  to  the  recommendations  contained 
in  the  audit  of  this  agency  by  your  office. 

If  there  are  further  questions  to  be  answered,  please  advise. 

S  i  ncf^rely  yours  , 


Ronald  P.  Richards,  Director 
Deoartment  of  Highways 

RPR:lfg 

attachment 
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1.    Recommendation: 


We  recommend  that  the  department: 

1.  Transfer  the  $1,8000,000  received  from  the  sale  of  the  U.S. 
Highway  91  from  the  Agency  Fund  to  the  Earmarked  Revenue 
Fund  and  deposit  the  accumulated  interest  earnings  from  the 
proceeds  of  this  sale  in  the  General  Fund. 

2.  Discontinue  transferring  state  funds  to  Butte-Silver  Bow 
for  expenditure. 

3.  Pay  for  construction  work  only  after  receiving  proper 
legislative  authorization. 

k.        Subject  all  state  financed  construction  projects  to  normal 
department  planning  and  control  procedures. 

5.   Establish  procedures  including  any  necessary  legislation 
for  abandonment  or  relocation  of  state  highways. 

Response: 

The  Anaconda  Company,  supported  by  the  Butte-Silver  Bow  community, 
requested  that  a  portion  of  Highway  91  be  removed  to  make  way 
for  an  expansion  of  the  Berkely  Pit,  giving  the  Pit  an  additional 
life  of  about  15  years. 

When  the  Highway  Department  relocates  a  highway  to  accomodate  a 
governmental  entity  or  a  private  party  it  regularly  demands  that 
the  other  party  bear  the  cost  of  relocating  the  highway  in 
another  place  or  doing  whatever  else  is  necessary  to  replace  the 
destroyed  facility.   The  federal  government,  for  instance,  built 
an  alternate  highway  to  replace  one  that  was  flooded  by  Libby 
Dam.   In  a  previous  abandonment  of  the  Berkely  Pit  in  Butte,  the 
highway  department  did  construction  work  necessary  to  re-route 
the  traffic  around  the  abandoned  portion  of  the  highway  and 
billed  Anaconda  for  the  cost,  which  Anaconda  had  agreed  to  pay. 
Currently  the  department  has  agreements  with  coal  mining  companies 
in  eastern  Montana  for  replacement  and  reconstruction  of  highways 
which  will  have  to  be  abandoned  to  facilitate  open  pit  coal 
min  i  ng. 

Each  such  transaction  has  been  handled  according  to  the  individual 
situations  of  the  parties.   Some  petitioners,  like  the  federal 
government,  can  actually  construct  a  new  highway,  others  have 
contracted  the  work  out,  still  others  have  allowed  the  Department 
to  do  the  work  and  bill  the  cost  to  the  applicant.   Until  now, 
no  such  transaction  has  ever  been  questioned  by  the  Auditor  or 
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anyone  else,  and  no  one  has  ever  made  the  claim  that  such  a 
transaction  was  a  sale  to  the  petitioner  of  the  abandoned 
portion  of  the  highway.   If  this  transaction  is  a  sale,  so  are 
all  the  others,  and  the  Department,  with  the  approval  of  the 
Legislature  and  the  courts,  has  been  unwittingly  violating  the 
law  for  years. 

The  Auditor  and  his  counsel  attempt  to  differentiate  the 
Highway  91  because  (l)  actual  cash  changed  hands,  and  (2)  no 
specific  replacement  facility  was  agreed  upon.   These  facts  have 
no  significance.   Cash  has  been  paid  for  abandonments  before 
(between  these  same  parties  for  a  portion  of  the  same  highway, 
as  a  matter  of  fact) . 

As  to  the  second  part.  Anaconda  did  not  want  to  wait  for  addition- 
al studies  and  agreement  about  how  the  vacated  highway  was  to  be 
replaced.   It  wanted  posession  and  agreed  to  pay  the  estimated 
future  cost  of  replacement  facilities  (the  nature  of  which  is 
not  settled  yet)  and  have  the  Highway  Department  act  as  trustee 
to  make  certain  that  the  money  was  spent  only  for  that  purpose. 
The  time  sequence  and  the  form  of  consideration  paid  are  a 
little  different  from  other  transactions  before  and  since,  but 
not  significantly  so.   A  highway  was  abandoned  and  the  party 
benefitting  from  from  the  abandonment  was  required  to  pay  for 
facilities  to  replace  it. 

The  real  question  is  a  legal  one  and  has  already  been  decided 
adversely  to  the  Auditor's  position  by  the  Montana  Supreme 
Court.   The  interest  that  the  Department  holds  in  land  to  build 
and  maintain  a  highway  is  a  very  limited  one  -  an  easement  for 
public  highway  purposes  which  terminates  automatically  when  the 
State  ceases  to  maintain  the  public  highway.   It  cannot  be 
transferred  because  there  is  no  other  person  or  entity  legally 
authorized  to  maintain  these  highways.   Because  of  these  facts 
the  Supreme  Court  has  ruled  that  an_  easement  for  publ ic  hi  ghway 
purposes  is  interest  that  i  s  incapable  of  being  sold  (Park 
County  Rod  and  Gun  Club  V;:.  State  of  Montana,  I63  Mont.  372, 
517  Prd  352).   The  State  cannot  sell  it,  and  no  one  else  can  buy 
it.   The  Auditor's  legal  counsel  tries  to  differentiate  the  case 
by  saying  that  nothing  was  paid  for  thf.  abandonment  in  the 
Park  County  case,  but  this  ignores  the  nolding  and  the  entire 
rationale  of  the  case.   The  Supreme  Court  did  not  say  the 
Park  County  situation  was  not  a  sale  because  of  lack  of  payment. 
1 1  sa id  i  t  was  not  a_   sale  because  there  was  nothing  that  coul d 
be  sold. 

If  the  Auditor's  legal  position  is  wrong  about  the  sale,  as  the 
Park  County  case  clearly  shows  that  it  is,  all  the  subsidiary 
criticisms  fall  with  it,  but  cne  of  them  should  be  noted. 

The  A'jditor  says  the  money  received  from  Anaconda  is  improperly 
held  in  a  trust  account  because  "...there  is  no  evidence  of  any 
trust  agreement,..."  There  is  plenty  cf  evidence  of  a  trusi: 
agreement  but  the  Department  was  never  given  an  opportunity  to 

135 


present  it.   Trust  can  be  set  up  informally,  even  orally,  and 
all  that  is  required  is  evidence  that  the  griintor  intended  a 
trust  and  so  did  the  trustee  who  received  the  property.   The 
records  of  the  Department  contain  many  references  to  the  purpose 
of  Anaconda's  payment  and  the  understanding  with  which  the 
Department  received  it.   The  Department  offered  to  collect  as 
much  of  this  material  as  necessary  but  was  told  that  pressure  cf 
time  required  irrmediate  publication  of  the  original  draft.   The 
Department,  Anaconda,  and  the  beneficiary  all  acknowledge  the 
existence  and  purpose  of  the  trust.   Nothing  more  is  required. 

The  original  handling  of  the  $1.8  million  was  scewhat  irregular 
but  it  was  required  by  the  neccessities  of  the  situation.   Upon 
receiving  the  money,  the  Department  immediately  applied  for 
creation  of  a  special  account  to  receive  and  hold  it  in  trust. 
In  order  to  (1)  safeguard  the  funds,  (2)  preserve  their  separate 
character  as  trust  funds,  and  (3)  earn  interest  on  the  money, 
the  Commission  and  Department  purchased  a  Certificate  of  Deposit 
at  a  Helena  Bank.   Bids  were  solicited  and  the  purchase  made 
from  the  bank  offering  the  highest  rate  of  interest.   As  soon  as 
a  proper  trust  account  was  created,  the  Certificate  of  Deposit 
was  turned  over  to  the  state's  investment  officer  and  has  been 
on  deposit  in  the  state  treasury  ever  since. 

One  final  mi sconseption  should  be  mentioned.   On  pages  10 
and  11   the  report  states  that,  by  placing  these  monies  in  the 
Earmarked  Revenue  Fund  and  apply  them  to  interstate  highway 
projects  with  federal  matching  funds,  over  $18  million  additional 
could  be  realized.   This  is  totally  erroneous.   All  available 
federal  matching  monies  are  now  being  matched.   Only  a  certain 
amount  is  available,  and  the  state  has  matched  that  amount. 
Merely  dumping  more  state  money  into  interstate  projects  does 
not  automatically  bring  additional  federal  funds. 

The  discussion  of  federal  matching  is  academic  in  any  event.   if 
this  transaction  is  a  sale,  it  is  an  illegal  one  and  therefore 
void.   The  state  must  return  the  money  and  begin  the  process 
over  again  if  it  can.   Since  the  road  is  already  gone,  nothing 
can  be  done  except  to  refund  Anaconda's  $1.8  million.   Anaconda 
will  have  the  money  back  and  the  road  right-of-way  in  addition. 
The  State  of  Montana  will  have  lost  the  highway,  and  Butte- 
Silver  Bow  the  money  for  replacement  facilities. 

The  choice  is  between  following  established  administrative 
practices  and  the  holdings  of  the  Montana  Supreme  Court  or 
adopting  an  absurd  legal  conclusion  that  will  do  untold  damage 
to  the  state  highway  program,  past,  present,  and  future. 

Therefore,  our  conclusion  is  the  monies  should  remain  in  the 
Woodville  Account  and  be  spent  in  reconstructing  roads  in  and 
around  Butte. 


Auditor's  Note:   Becau'e  of  the  difference  in  legal  interpreta- 
tions between  the  Office  of  the  Legislative  Auditor  and  the  Depart- 
ment of  Highways  concerning  the  Woodville  Highway  transaction,  we 
have  requested  an  Attorney  General's  Opinion. 
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2.    Recommendation: 


We  recommend  that  the  department  conduct  sales  of  excess  land  in 
compliance  with  applicable  laws  and  regulations. 

Response: 

We  have  instituted  procedures  which  should  eliminate  problems 
brought  out  in  the  two  court  cases.   However,  the  law  is  not 
crystal  clear  and  we  anticipate  court  challenges  in  future 
transactions.   We  receive  legal  opinions  regarding  these  sales 
and  find  that  these  opinions  vary  depending  on  the  attorney 
issuing  the  opinion. 


3-    Recommendation: 


We  recommend  that  the  department  institute  procedures  necessary  to 
keep  its  expenditures  within  appropriation  limits,  in  compliance  with 
the  law. 

Response: 

We  monitor  appropriation  balances  month  after  month,  issue 
budget  reports,  yet  through  an  oversight  failed  to  request  a 
budget  amendment  for  this  overrun. 

The  Equipment  Bureau  received  an  appropriation  of  $1,752,000  for 
equipment  purcnases  from  the  Earmarked  Revenue  Account  and 
$598,959  from  the  Equipment  Bureau  Revolving  Account.   This 
amounted  to  $2,350,959  appropriated  for  equipment  purchases. 
Actually  expended  was  $2,157,755  plus  the  accrual  of  $119,^72 
which  equals  a  total  of  $2,277^227.   Therefore,  the  total  equip- 
ment purchases  were  $73,732  less  than  was  appropriated. 

The  Equipment  Bureau  chooses  to  use  earmarked  funds  first  when 
paying  for  equipment  purchases  and  Equipment  Bureau  Revolving 
Funds  secondly.   Since  the  earmarked  appropriation  was  totally 
used,  any  remaining  equipment  purchase  would  come  from  revolving 
funds.   The  Equipment  Bureau  Revolving  Appropor iat ion  was  used 
in  its  entirety  as  a  result  of  extreme  heavy  snowfall  during  the 
winter  of  1978  and  flood  darr.ages  in  the  spring.   Equipment  was 
utilized  2h   hours  per  day  for  most  of  the  winter  and  a  good  part 
of  the  spring  causing  unusually  large  payments  for  operating 
items  (fuel,  oil,  parts,  etc.).   The  amount  appropriated  for 
operation  of  the  Equipment  Bureau  was  $2,780,506,  and  $2,239,964 
for  personal  services.   Actually  expended  was  $3,046,599  for' 
operation  and  $2,153,848  for  personal  services.   Operation  items 
exceeded  the  budget  by  $266,093  and  personal  services  had  a 
savings  of  $86,116.   The  combined  overru-  of  these  two  items 
amounted  to  $179,977. 

A  budget  amendment  should  have  been  requested  ^or  this  overrun, 
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and  't  would  have  been  sufficient  to  cover  the  $119,'*72  accrual 
iterr.5,  as  it  was  a  result  of  two  emergencies,  the  extreme  heavy 
snowfall  and  the  floods.   The  Maintenance  Program  which  is  the 
primary  user  of  the  equipment,  used  such  ai  unusually  large 
amount  of  equipment  that  winter  and  spring  that  an  equipment 
rental  budget  amendment  was  received  for  it  in  the  amount  of 
$^475, 000.   Since  the  Maintenance  Program  received  an  amendment 
because  of  the  excess  equipment  rental,  it  is  obvious  that  the 
Equipment  Program  would  have  received  an  amendment  for  over- 
runing  its  operating  expenses.   The  Office  of  Budget  and  Program 
Planning  has  informed  us  that  such  would  have  been  approved  if 
submitted.   We  have  requested  written  confirmation  from  that 
office. 

The  accrual  items  not  reported  in  fiscal  1978  later  were  paid 
from  Earmarked  Account  and  such  would  be  the  practice  since 
earmarked  funds  are  used  first  and  then  revolving  funds. 

No  one  purposely  overran  the  appropriation,  nor  did  anyone 
purposely  choose  not  to  seek  a  budget  amendment. 

Recommendation: 

We  recommend  that  the  department,  with  the  aid  of  the  Department  of 
Administration: 

1.  Use  SBAS  as  its  primary  accounting  system. 

2.  Compile  subsidiary  information  from  the  SBAS  data  base. 

Response: 

We  will  engage  the  services  of  a  consultant  to  determine  if  SBAS 
can  become  our  primary  accounting  system.   This  will  require  a 
budget  amendment. 

We  must  be  able  to  cost  our  expenditures  to  a  very  complex 
federal  aid  billing  system  and  we  were  told  by  Ron  Near,  SBAS 
Coordinator,  that  SBAS  never  was  intended  to  be  a  cost  account- 
ing system.   if  a  merger  between  the  two  systems  can  be  made, 
and  satisfy  all  necessary  requirements,  such  will  be  accomplished. 

The  reference  to  loanc  receivable  is  not  complete.   The  FHWA 
does  not  advance  monies  for  federal  aid  projects.  We  must  pay 
for  all  expenditures  from  highway  monies  and  then  receive 
reimbursement  from  them.   Through  this  process  we  must  loan 
money  to  the  Federal  and  Private  Revenue  Account  in  order  to  pay 
for  the  federal  portion  of  an  expenditure.   Any  money  in  the 
Federal  and  Private  Revenue  Account  is  there  as  a  result  of 
transferring  monies  from  the  Earmarked  Revenue  Account.   The 
loan  receivable  balance  is  offset  by  costs  in  the  Federal  and 
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Private  Revenue  Account  which  are  obligations  of  the  Earmarked 
Revenue  Account,  i.e.,  costs  which  are  non  participating  by 
FHWA,  costs  which  have  overrun  the  project  agreement  or  on 
projects  which  were  not  under  agreement.   Therefore,  if  the 
accounts  were  closed  today,  there  would  be  no  cash  to  be  transferred 
to  the  Earmarked  Revenue  Account,  only  costs  which  are  an  obliga- 
tion of  the  Earmarked  Revenue  Account. 

The  Federal  and  Private  Revenue  Account  does  not  have  sufficient 
cash  to  repay  the  loans  and  make  payments  for  various  expenses 
since  it  has  zero  balance  many  times  during  the  peak  construction 
season.   I  recommend  that  the  next  budget  and  appropriation  be 
prepared  by  having  all  expenditures  out  of  the  Earmarked 
Revenue  Account  and  eliminate  expenditures  from  the  Federal  and 
Private  Revenue  Account.   Information  on  the  federal  portion 
could  be  obtained  by  treating  federal  reimbursements  as  revenue. 

Every  item  effecting  cash  and  appropriations  is  reported  in 

SBAS.  We  maintain  a  much  more  complete  cost  system  than  we 

believe  SBAS  is  capable.  We  have  complete  cost  and  financial 
records  in: 

Fixed  Assets 

Payrol 1 

Expendable  Suppl ies 

Equipment  &  Equipment  Operating  Costs 

Depreciat  ion 

Federal  Aid  Project  Costing  and  Billing 

Our  system  may  need  revising,  but  to  date  every  audit  recom- 
mendation involving  financial  record  keeping  has  been  implemented. 
We  have  had  audits  by  external  auditors  every  two  years  for  the 
past  20  years.   We  are  more  than  willing  to  change  our  system, 
but  we  must  be  certain  that  the  changes  will  benefit  the  taxpayer 
and  provide  us  with  usable  information.   The  State  of  Utah 
dropped  its  highway  accounting  system  about  two  years  ago  and 
solely  used  the  state  system  and  to  date  they  have  not  published 
any  financial  statements  for  1978  fiscal  year.   We  must  be  very 
careful  to  avoid  anything  like  this  in  Montana. 

We  question  whether  $250,000  data  processing  costs  could  be 
saved  if  we  eliminated  our  system  since  we  do  not  duplicate  any 
SBAS  information.   The  data  entered  into  our  system  must  be 
entered  into  SBAS  and  it  would  be  additional  data  to  SBAS.  We 
will  be  putting  additional  load  on  Department  of  Administration 
data  processing  personnel  and  it  appears  to  be  a  shift  of 
workload  from  one  agency  to  another. 

Recommendat  ion 

We  recommend  that  the  department: 
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1.  Properly  accrue  expenditures  at  fiscal  year  end. 

2.  Recognize  disaster  expenses  as  they  are  incurred. 

3.  Follow  generally  accepted  accounting  principles  in  re- 
cognizing depreciation  expense. 

k.         Recognize  Motor  Pool  and  Equipment  Division  Revenue  in 

accordance  with  generally  accepted  accounting  principles. 

5.  Reconcile  the  activity  of  the  GVW  Income  Holding  Account  on 
a  monthly  basis  and  clear  the  account  at  fiscal  year-end. 

6.  Record  out  of  state  proration  fees  as  revenue  at  the  time 
they  are  bi 1  led. 

7.  Establish  receivables  in  accordance  with  generally  accepted 
accounting  principles. 


Response: 


Construction  expenses  need  not  be  accrued  according  to  a  pro- 
vision in  the  statutes.   We  have  not  accrued  them  previous  to 
1978,  but  the  machines  were  programmed  to  accept  claims  until 
the  third  week  of  July  and  have  them  automatically  be  accrued. 
We  felt  since  the  claims  were  for  work  performed  in  a  prior 
period  it  was  not  improper  to  have  them  accrued  and  we  followed 
that  same  practice  this  year. 

Disaster  costs  were  closed  during  the  1977  fiscal  year  and  new 
disaster  costs  were  placed  in  the  account  during  February  and 
when  the  federal  government  did  not  allow  participation  we 
removed  the  costs  in  May.   During  May  and  June  considerable 
flood  damage  occurred  in  the  eastern  part  of  the  state  and  costs 
were  placed  in  the  account  and  were  there  at  year  end.   These 
costs  were  determined  to  be  participating  by  the  FHWA  and  we 
have  billed  them  for  such.   Many  costs  are  being  paid  today  as  a 
result  of  those  floods.  We  feel  these  items  were  correctly 
reported. 

We  should  not  have  accepted  the  FHWA  proposal  to  charge  add- 
itional depreciation;  however,  we  should  have  reduced  rental 
rates  during  1977  fiscal  year  and  then  increased  them  in  1978 
and  1979  fiscal  years. 

We  have  operated  on  recording  revenue  on  a  cash  basis  in 
accordance  with  Department  of  Administration  policy.  We  will 
change  to  the  full  accrual  basis  of  accounting. 

We  began  reconciling  G.V.W.  holding  account  balances  on  a  monthly 
basis  and  balances  should  not  remain  in  the  holding  account  in 
the  future. 
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in  the  past  we  have  discussed,  with  auditors,  the  problems  with 
treating  GVW  licenses  as  receivables  when  billed.   Basically, 
the  monies  are  not  receivables  until  the  truckers  decide  to 
operate  their  vehicles  and  not  all  operators  do  pay  for  their 
licenses.   In  order  to  maintain  an  accounts  receivable  ledger  on 
these  licenses,  additional  personnel  and  computer  services  are 
needed.   There  are  approximately  8,000  licensees  needing  accounts 
receivable  coding  if  such  were  accomplished,  and  we  estimate  it 
would  require  three  to  four  additional  FTE's  to  maintain  such 
accounts  receivable  system.   If  the  legislative  audit  committee 
determines  that  it  is  important  enough  to  place  these  items  on 
an  accounts  receivable  system  with  the  addition  of  the  FTE's,  we 
will  implement  such  system. 

There  is  a  technical  question  whether  the  amounts  committed  by 
the  federal  government  are  receivables,  since  the  FHWA  is 
committed  to  the  agreement  once  it  is  signed.   This  item  seems 
to  contradict  the  GVW  license  accounts  receivable.   Here  we  have 
an  agreement  and  it  shouldn't  be  an  accounts  receivable,  but 
with  the  GVW  license,  the  operator  does  not  have  to  renew  a 
license  yet  it  should  be  a  receivable.   We  will  review  this  item 
with  the  consultant  when  modifications  are  made  in  attempting  to 
use  SBAS  as  our  primary  accounting  system.   We  feel  that  our 
books  should  reveal  the  obligations  for  outstanding  contracts 
and  also  the  funding  for  such. 

Recommendation 

We  recoinmend  that  the  department: 

1.  Add  provisions  to  its  accounting  manual  on  rate  computations 
to  provide  for  the  recovery  cf  pi-ior  gains  and  losses  in 
future  rates. 

2.  Comply  with  its  policies  in  setting  rental  rates. 

3.  Set  rental  rates  based  on  costs  for  each  class  of  vehicle. 
Response : 

We  will  add  provisions  to  the  accounting  manual  as  soon  as 
possible. 

Effective  July  1,  1979,  the  rental  rate  policy  has  been  changed 
to  accomodate  past  operating  costs.   The  6%   surcharge  referred 
to  in  this  audit  was  not  substituted  for  our  rate  setting  procedure 
but  rather  was  added  to  the  new  rates  that  were  a  result  of  our 
rate  setting  procedure  to  taKe  care  of  future  inflation. 

Effective  July  1,  1979,  rates  vjere  established  to  recover  all 
costs  of  operation  by  class  and  sub-class. 
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Recommendat  ion ; 


We  recommend  the  Department: 


Formulate  a  written  mileage  utilization  policy  for  each 
cla.-s  of  motor  poo'  vehicle  based  on  recovering  operating 
cos:s. 

Revise  its  rate  structure  in  an  attempt  to  recover  operat- 
ing costs. 


Response: 


A  utilization  policy  has  been  in  effect  and  followed;  however, 
we  will  put  it  in  written  form. 

Motor  Pool  rates  have  been  established  since  July  1,  1979  to 
recover  all  operating  costs. 

Recommendat  ion : 

We  recommend  that  the  Department: 

1.  Formulate  a  policy  establishing  criteria  for  assignment  of 
leased  vehicles. 

2.  Establish  controls  to  ensure  that  vehicles  are  not  "permanently' 
used  by  agencies  without  lease  agreements. 


Response: 


A  policy  of  evaluating  leasor  needs  versus  units  availability 
has  been  in  effect  since  the  spring  of  1979  for  leasing  of 
un  i  ts. 

Controls  have  been  initiated  since  July  31,  1979  to  tighten  the 
use  of  permanently  assigned  units. 

Recommendation : 

We  recommend  that  the  department  revise  the  log  system  to  provide 
management  with  easy  access  and  dependable  information  about  the 
daily  status  and  demand  for  Motor  Pool  vehicles. 


Response: 


The  daily  status  of  any  unit  and  the  demand  for  units  can  be 
determined  at  any  given  time.   This  has  been  facilitated  by  the 
institution  of  a  check-in  procedure  effective  July  31,  1979. 


10.   Recommendation: 
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We  recommend  that  the  department,  to  the  extent  feasible,  fully 
utilize  all  vehicles  purchased. 

Response : 

We  follow  established  replacement  criteria,  new  units  are  not 
put  into  service  until  older  units  reach  75,000  miles,  and 
warranty  coverage  does  not  start  until  the  date  a  unit  is  put 
into  service. 


11.   Recommendation: 


We  recommend  that  the  department  implement  procedures  to  ensure  that 
vehicle  servicing  and  routine  maintenance  is  performed  timely  and 
properly,  including  the  checking  of  fluid  levels,  tire  pressure  and 
wear  each  time  a  vehicle  is  refueled. 

Response: 

Since  July  31.  1979.  we  have  had  a  check-in  procedure  in  the 
Motor  Pool  that  will  correct  the  present  deficiencies. 


12.   Recommendation: 


We  recommend  that  the  department  implement  policies  to  insure  preventive 
maintenance  is  performed  at  recommended  intervals. 

Response: 

It  is  not  possible  to  do  a  12,000  mile  P.M.  at  exactly  12,000  miles. 
Corrective  action  has  been  taken  to  insure  that  P.M.  checks  are 
done  as  close  to  12,000  mile  intervals  as  possible.   (July  31, 
1979  check-in  procedure  -  see  previous  response) 


13.   Recommendation: 


We  recommend  that  the  department  ravis?  its  system  of  identifying 
needed  repairs  to  assure  that  repairs  are  made  on  a  timely  basis. 

Response: 

Every  user  complaint  is  checked.   Not  every  driver  comment  is 
valid  and  it  is  the  decision  of  the  Motor  Pool  Manager  if 
corrections  are  necessitated. 


]k.      :^ecommendat  ion : 


We  recommend  that  the  department  implement  controls  to  ensure  that 
warranty  work  be  performed  by  the  car  dealer  whenever  economically 
benef i  cial . 
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Response: 

All  practical  warranty  work  is  done  by  th.-^  leal  car  dealers. 

15.  Re-jmmendat  ion : 

We  recommend  that  the  department  periodically  revise  depreciation 
rates  to  reflect  the  increased  cost  of  vehicles. 

Response: 

We  presently  are  reviewing  the  depreciation  rates  for  the  Motor  Pool 
and  a  new  depreciation  schedule  will  be  established. 

16.  Recommendat  ion : 

1.  Discontinue  recording  Motor  Pool  or  Equipment  Division  use  of 
Pool  vehicles  as  expenditures  and  revenue  amounts  in  the  general 
ledger. 

2.  Compute  the  usage  rate  using  billable  miles. 
Response: 

We  will  implement  these  recommendations. 
17-   Recommendation: 

We  recommend  that  the  Department: 

1.  Recognize  gain  or  loss  on  the  disposal  of  all  assets  in 
accordance  with  generally  accepted  accounting  principles. 

2.  Evaluate  the  basis  for  establishing  residual  values. 

3.  Record  the  disposal  of  assets  on  a  timely  basis. 

Response: 

We  are  following  established  criteria  for  the  computation  of 
residual  values  and  an  indepth  study  will  be  initiated  to  re- 
evaluate the  present  residual  value  system. 

We  will  implement  the  recommendations  concerning  the  gain  or 
loss  recordation  and  the  timeliness  of  recording  sales. 

18.   Recommendation: 

We  recommend  that  legislation  be  enacted  changing  Section  I8-6-IO3 

to  allow  the  Motor  Pool  and  Equipment  Division  to  receive  the  proceeds 

from  the  sale  of  their  vehicles  and  equipment. 
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Response: 


We  will  request  that  a  bill  be  introduced  in  the  next  session  to 
implement  this  recommendation. 

In  order  to  comply  with  the  law  during  the  interim  we  will  place 
the  monies  in  the  Earmarked  Revenue  Account  and  then  request  a 
budget  amendment  to  spend  the  monies  on  motor  pool  and  equipment 
bureau  equipment. 


19.   Recommendation: 


We  recommend  that  the  Department: 

1.  Examine  the  costs  of  administering  its  permits  and  fees  and  seek 
appropriate  adjustments  of  fee  amounts. 

2.  Audit  Montana-based  trucker  mileage  records  at  least  once  every 
three  years  in  accordance  with  the  I RP  operations  manual. 

3-   Audit  prorated  vehicle  mileage  to  assure  eligibility  for  proration. 
Response: 

The  Department  will  review  administration  costs  of  various 
permits  for  consideration  of  fee  increases  where  deemed  appropriate. 
The  Department  will  be  submitting  legislation  to  the  next 
Legislature  to  repeal  the  Dealer  Demonstration  Permit  on  the 
basis  of  cost  of  administration  versus  the  number  of  permits  and 
amount  of  revenue  involved. 

it  is  pointed  out  that  the  entire  cost  of  the  G.V.W.  Division 
for  the  1979  fiscal  year  was  $1,367,000  and  income  from  sale  of 
permits  for  the  fiscal  year  totaled  $2,780,000.00. 

We  have  had  previous  concern  in  this  area  and  Department  staffing 
priorities  will  determine  the  degree  to  which  this  point  is 
addressed.   Various  possibilities  will  be  considered  to  perform 
this  audit.   If  the  Legislative  Audit  committee  agrees  with  this 
recommendation,  we  will  request  a  budget  ammendment  to  add  two 
F.T.E's  to  perform  this  audit. 

Upon  implementation  of  an  audit  program,  prorate  eligibility 
will  be  routinely  determined. 


20.   Recommendation 


We  recommend  that   he  Department  require  enforcement  officers  to 
properly  control,  safeguard,  and  deposit  cash  receipts. 

Response : 
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New  deposit  procedures  complying  with  state  law  and  Department 
of  Adirini  stration  regulations  were  placed  in  effect  for  all 
G.V.W-  enforcement  officers  on  July  1,  1979- 

The  Department  has  afforded  an  advance  of  $50.00  for  change 
purposes  for  those  officers  desiring  it.   This  will  eliminate 
the  inter-mingling  of  state  and  personal  funds.   In  addition  the 
new  regulations  specifically  prohibit  this  practice. 

We  are  working  on  a  proposed  check-list  which  will  enable  a 
quick  check  for  the  frequency  of  deposits  and  remittances  of 
each  enforcement  officer. 

Strict  compliance  with  the  new  regulations  by  each  enforcement 
officer  will  satisfy  this  recommendation. 


21.   Recommendation 


We  recommend  that  legislation  be  enacted  to  allow  the  deposit  of 
county  collections  to  the  earmarked  revenue  fund. 

Response: 

The  Department  will  be  submitting  legislation  to  the  next 
session  of  the  legislature  to  allow  deposit  of  county  collections 
to  the  earmarked  revenue  fund. 


22.   Recommendation: 


We  recommend  that  the  Department  carefully  review  the  GVW  collections 
and  distributions  journal  submitted  monthly  by  each  Justice  of  the 
Peace. 

Response: 

The  Department  has  been  and  will  continue  to  review  the  G.V.W. 
Collections  and  Distribution  Journal  which  is  submitted  by 
Justices  of  the  Peace. 

As  discrepancies  are  noted,  they  are  called  to  the  attention  of 
the  Justice  of  the  Peace.   These  contracts  are  made  on  an 
advisory  basis,  since  we  do  not  have  jurisdiction  over  these 
officials. 


23.   Recommendation: 


We  recommend  that  the  commission  on  lower  courts  establish  procedures 
to  ensure  that  all  justices  of  the  Justices  of  the  Peace  properly 
distribute  the  fines  assessed  and  bonds  forfeited  for  violation  of 
G.V.W.  related  statutes. 
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Response: 


Work  is  presently  under  way  by  an  ad  hoc  committee  of  tiie 
Commission  on  Courts  of  Limited  Jurisdiction.   We  would  re- 
commend that  the  Commission  on  Courts  of  Limited  Juri sdici t ion 
be  advised  of  this  recommendation. 


2^.   Recommenda  t  i  on : 

We  recommend  that  the  Department  incorporate  the  accounting  and 
receipt  functions  of  the  GVW  Division  in  the  Centralized  Services 
Di vi  s  ion. 

Response : 

We  are  in  basic  agreement  with  this  recommendation.   However, 
our  concern  lies  in  maintaining  the  degree  and  level  of  service 
to  the  public  that  we  now  have.   Study  is  underway  of  methods 
and  ways  to  accomplish  this  recommendation.   Accomplishment  will 
take  some  time  and  could  be  phased  in  stages,  rather  than  a 
complete  change  at  one  time,  if  indeed  it  is  determined  that 
this  recommendation  should  be  implemented. 

25.   Recommendation: 

We  recommend  that  the  Department: 

1.  Design  one  form  for  collecting  G.V.W.  fees  for  use  by  both 
county  treasurers  and  G.V.W.  field  personnel. 

2.  Consolidate  the  four  G.V.W.  special  permit  forms  into  a  single 
form. 

Response: 

The  consolidation  of  the  form  used  for  collection  of  G.V.W.  fees 
by  both  county  treasurers  and  G.V.W.  personnel  is  now  being  made 
and  plans  are  to  initiate  its  use  on  January  1,  I98O. 

Work  is  underway  on  the  consolidation  of  the  special  permit 
forms  used  by  the  G.V.W.  Division  and  should  be  in  use  by  the 
beginning  of  fiscal  I98I.   The  consolidation  will  encompass  the 
present  Temporary  Fuel  Permit,  Temporary  Trip  Permit,  Restricted 
Route  Load  Permit,  and  Special  Permit  for  oversize  and/or 
overweight.   Because  of  space  limitations  on  the  new  form  and 
frequency  of  use  the  Liquid  Petroleum  Gas  permit  may  not  be 
incl uded. 
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26.   Recommendation: 


We  recommend  that  the  Department  of  Administration  negotiate  future 
"blue  collar"  plans  in  accordance  with  state  law. 

Response: 

We  will  inform  the  Department  of  Administration  of  such  request. 


27.   Recommendation: 


We  recommend  that  the  department  allocate  construction  payments  on 
the  basis  of  the  State-Federal  participation  ratios  in  order  to 
adequately  disclose  the  state's  share  of  project  costs  by  fiscal 
year. 

Response: 

The  system  used  has  been  in  operation  for  over  forty  years,  and 
to  my  knowledge,  has  not  been  questioned  previously  by  any 
auditor.   We  will  implement  this  recommendation  when  the  con- 
sultant is  studying  the  feasability  of  using  SBAS  as  our  primary 
accounting  system. 


28.   Recommendation: 


We  recommend  that  the  department  develop  management  reports  to  allow 
comparison  of  obligations,  allocations,  and  actual  project  costs  in 
each  financial  district. 

Response: 

We  have  prepared  reports  which  reflect  some  of  this  information 
and  will  continue  to  improve  them  in  order  to  indicate  all  of 
the  information.   We  believe  that  legislation  should  be  enacted 
to  clear  the  language  between  expenditures  and  allocations 
in  financial  districts. 


29.   Recommendation: 


We  recommend  that  the  department  prepare  and  implement  procedures  to 
amend  FHWA  project  agreements  in  overrun  or  non  agreement  status  on  a 
timely  basis. 

Response: 

In  an  effort  to  maximize  the  states  interest  income,  we  will 
endeavor  to  keep  the  balances  at  a  complete  minimum.   Some 
projects  will  remain  in  an  overrun  or  non  agreement  status  for 
various  reasons,  but  we  will  work  to  reduce  and  retain  the 


148 


balance  at  the  lowest  level  possible. 

30.  Recommendation : 

We  recommend  that  the  department  correct  the  accounts  receivable 
problems  described  above. 

Response: 

We  were  told  by  Galusha,  Higgins,  Galusha  in  their  I968  audit  to 
record  unknown  accounts  receivables.  We  now  will  discontinue 
that  practice. 

We  will  change  our  method  of  recording  handling  charge  receipts 
as  soon  as  possible. 

When  we  made  the  $400,000  loan  to  the  Equipment  Bureau  Revolving 
Fund  it  was  anticipated  to  be  of  short  term  duration.   Two  years 
later  it  appears  the  Equipment  Bureau  does  not  have  sufficient 
operating  funds  to  pay  back  the  loan  as  a  result  of  operating  at 
a  loss.   We  will  request  a  budget  amendment  in  order  to  eliminate 
the  loan. 

31 .  Recommendat  ion: 

We  recommend  that  the  Department: 

1.  Revise  its  accounts  receivable  reporting  and  billing 
procedures  to  reduce  the  number  of  adjusting  journal 
entries. 

2.  Develop  an  accounts  receivable  filing  system  that  would 
enable  thorough  and  timely  review  and  correction  of 
account  balances. 

3.  Maintain  complete  accounts  receivable  files. 

k.        Acquaint  more  accounting  bureau  personnel  with  the  accounts 
receivable  reporting,  billing  and  review  procedures. 

Response: 

Galusha,  Higgins  and  Galusha  accounting  firm  recommended  the 
practice  of  establishing  the  work  in  progress  account  which  re- 
quired journals.   We  will  discontinue  this  practice. 

We  have  implemented  the  other  recommendations  since  July  1, 
1979. 


32.   Recommenaat ion: 


We  recommend  that  the  department  adopt  more  closely  supervised  year- 
end  inventory  procedures. 
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Response: 

We  will  implement  such  procedures. 


33.   Recommendation: 


We  recommend  that  the  department  establish  the  necessary  authority 
within  the  Accounting  Bureau  to  make  the  divisions  accountable  for 
their  assets. 

Response: 

We  have  been  revising  some  of  our  inventory  procedures  during 
the  past  few  months  and  have  assigned  an  employee  to  the  position 
of  inventory  Coordinator.   We  will  make  changes,  as  necessary, 
to  establish  the  necessary  authority  in  the  Accounting  Bureau  to 
assure  a  complete  and  accurate  inventory. 

3^.   Recommendat  ion : 

We  recommend  that  the  Department: 

1.  Accumulate  project  costs  in  expense  accounts  rather  than  an 
accounts  receivable  account. 

2.  Periodically  review  transactions  in  the  WIP  accounts  to 
ensure  that  the  accounts  are  being  used  properly. 

Response: 

Both  of  these  recommendations  will  be  implemented. 

35-   Recommendation : 

We  recommend  that  the  department  write  stockpile  leases  for  more  than 
one  year  if  possible. 

Response: 

We  will  implement  this  recommendation. 

36.   Recommendat  ion : 

We  recommend  that  the  department  implement  procedures  to  correct 
these  internal  control  weaknesses. 

Response: 

We  were  requested  to  prepare  receiving  reports  by  Ernst  &  Ernst, 
in  the  last  audit,  but  we  stated  in  our  response  that  they  could 
not  furnish  us  with  any  substantial  reason  to  add  another 
reporting  document.   Unless  we  can  see  some  positive  gain,  we  do 
not  agree  with  this  recommendation. 

150 


We  have  issued  instructions  since  July  1,  I979  to  our  supervisors 
that  they  were  to  approve  payrolls  and  not  delegate  such  approval, 

We  are  changing  our  inventory  reporting  procedure  by  using 
terminals  in  our  field  locations.   We  will  purchase  pre-numbered 
requisition  forms  in  duplicate  and  will  use  them  as  soon  as 
possible. 

We  do  not  feel  it  is  necessary  to  prepare  an  activity  ticket  on 
each  vehicle  each  month,  but  will  incorporate  a  procedure  in  our 
program  to  assure  that  usage  is  reported  monthly. 

We  have  altered  our  procedure  on  picl<ing  up  GVW  warrants  and  the 
State  Auditor's  Office  is  now  mailing  those  warrants. 
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l)II{K<  TOIf'S   Ol'FK'K 

MITCHKLL   HI  ILDINti 

HELENA.    MONTANA    TiiMiOl 


THOMAS   L.  JUDGE,  Governor 


September  10,  1979 


Mr.  Morris  L.  Brusett 
Legislative  Auditor 
Capitol  Station 
Helena,  Montana   59601 


pjp'^PiypQ 


'■JinNTANA  LILLSLAVIVL  AUnunR 


Dear   Morris: 

In  response  to  your  letter  dated  August  31 , 
1979,  regarding  the  State's  Blue  Collar  Pay  Plan,  we 
respond  as  follows : 

Re.co  mmzndat^.0  n 

We  n.zcomme.nd  that  tho.  Vnpattrnznt  o  (^  Admin- 
A^-i, tn.at-io n  mgottatt  ImtafKi  "bla2.  collafi" 
ptani,   tn   accofidanct  wttk  ittdto,  law. 

The  Department  of  Administration  recognizes  the 
findings  of  the  Legislative  Fiscal  Analyst  of  the  apparent 
over-commitment  of  funds  under  Section  2-18-307,  MCA.   The 
Blue  Collar  contracts  negotiated  with  the  State's  Blue 
Collar  employees  for  fiscal  years  1980-1981  are  in  accord- 
ance with  Chapter  678,  Montana  Session  Laws  1979  (House 
Bill  891) . 

In  accordance  with  your  request,  we  submit  the 
following  response  to  the  recommendations  pertaining  to  the 
Department  of  Administration,  resulting  from  the  audit  of 
the  Department  of  Highways: 

Rtaomme.ndatton 

We  fidcommiind  that  the.  dzpa>itrmnt,  M-ith  the. 
atd   0  {,   the   Vepantment   oi   kdmln-ii> tfiatto n : 

1.  U/S e  SBAS   a6    -iti>    pH.imafiy   accounting 
i,yi>tem. 

2.  Comptte   i)U.bi>td-iafiij  -inion.mation    iKom 
the  SBAS    data   baie. 


We  concur  with  the  recommendation  and  will  lend 
our  aid  to  the  extent  that  applicable  personnel  are 
available . 


-W^^y^^ 


David  M.  Lewis 


DML:dr 
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MONTANA  IS  AN   EQUAL  OPPORTUNITY  EMPLOYER 


@ 


THOMAS   L.  JUDGE,   Governor 


DIRECTOR'S   OKI'K'K 

MITCHELL   Bl  ILDING 

HELENA,    MONTANA   .TlMiOl 


3 


September  10,  1979 


Mr.  Morris  Brusett 
Legislative  Auditor 
Capitol  Station 
Helena,  Montana   59601 


RPr^PiVED 


MONTANA  LtGISLATIVL  AUniTOR 


Dear  Morris : 

In  accordance  with  your  request,  we  submit  the 
following  response  to  the  recommendation  pertaining  to 
the  Department  of  Administration,  resulting  from  the 
audit  of  the  Department  of  Highways: 

Recommendation 

We   K^commdnd   that   the.   dzpa fitment   ■initttutt 
pfioctdviKzi,    ne.cz66an.y  to    \iQ,2.p  i.t&    txpzndt- 
tuKs.i    iotthtn   appKoplidtton   tim-Lt6  ,    in 
compliance  Mlth   the  law . 

We,  of  course,  concur  with  the  recommendation. 
It  appears  that  the  purchase  of  the  vehicles  mentioned 
should  have  been  made  from  FY  1978  authority,  rather  than 
FY  1979.   The  Department  of  Highways  should  process 
correcting  documents . 

Sincerely , 


David  M.  Lewis 


Director 


DML:dr 
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MONTANA   IS  AN    EQUAL  OPPORTUNITY   EMPLOYER 


® 


^v..-jr:r^  ^^HE  SuPREME  CoURT  OF  MONTANA 

K^-  ,'' .  STATE  CAPITOL 

■-'*•  HELENA,  MONTANA  59601 


TEI,EI>H()NE  (lim)  449-262H  frank  i   haswell 

CHIEF   JUSTICE 

JOHN  C     HARRISON 

GENE  B    DALY 

September    5,     1979  danielj  shea 

JOHN  C    SHEEHY 
JUSTICES 


RECEIVED 


Morris  L.  Brusett  bcr  j      ]3/^J 

Legislative  Auditor 

State  Capitol  Building  MONTANA  LEGISLATIVE  AUDITOR 

Helena,  MT   59601 


Dear  Mr.  Brusett, 

In  regard  to  the  recommendation  regarding  the  G.V.W. 
collections,  I  agree  that  steps  should  be  taken  to 
establish  procedures  to  ensure  the  correct  distribution 
of  these  funds.   I  also  agree  that  the  Commission  on 
Lower  Courts  should  be  the  one  to  establish  these  procedures. 
Since  this  matter  was  brought  to  the  attention  of  the  Com- 
mission, they  have  begun  compiling  all  the  statutes  affecting 
fine  and  forfeiture  distribution  in  order  to  draw  up  guide- 
lines for  the  lower  courts. 


Sincerely, 


Michael  Abley 
Court  Administrator 

ks 
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